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SUMMARY  AND  CONCLUSIONS 


The  base  quota  and  penalty  plan  in  use  in  the  Memphis,  Tennessee,  market 
is  designed  to  bring  about  a  more  level  pattern  of  milk  production 
on  about  500  dairy  farms  supplying  the  market.  It  provides,  first,  a 
lower  price  for  milk  not  needed  for  bottling  during  flush  periods  and, 
second,  imposes  penalties  for  underproduction  during  periods  when  the 
local  supply  is  insufficient  and  milk  has  to  be  imported. 

The  Mid-South  Milk  Producers  Association,  a  bargaining  cooperative, 
administers  the  plan.  The  association  operates  a  market-wide  milk  pool 
through  a  producer  settlement  fund.  The  cooperative  has  contracts  with 
the  Memphis  milk  dealers  to  provide  the  city  milk  supply.  At  any  time 
that  the  local  milk  supply  is  not  sufficient  the  association  imports  milk 
to  meet  the  dealers'  needs. 

Each  member-producer  has  a  contract  with  the  association  which  author- 
izes the  sale  and  payment  of  milk  according  to  its  use.  Milk  is  classed 
as  Class  I  and  Class  II.  Class  I  is  milk  used  for  bottling  and  is  paid 
for  at  a  higher  price  than  Class  II  which  is  shrinkage  and  milk  which 
goes  into  other  less  profitable  outlets. 

The  present  Bottled  Milk  Quota  Plan  has  been  used  in  Memphis  since  May 
1947.     Four  important  considerations  underlie  this  plan: 

1.  A  combination  of  low  Class  II  prices  for  spring-summer  surpluses 
and  penalties  for  underquota  deliveries  in  the  fall-winter,  should  in- 
duce year-round  level  milk  production. 

2.  The  cost  of  fluid  milk  imports  is  borne  by  the  producers  who  do  not 
come  up  to  their  quotas. 

3.  The  dealers'  risk  tends  to  be  reduced  because  the  association,  by 
meajis  of  supply  contracts  with  dealers,  has  taken  over  the  responsibility 
of  importing  most  of  the  milk  needed  in  the  market  which  cannot  be  sup- 
plied locally. 

4.  If  milk  imports  can  be  avoided  by  a  more  level  seasonal  production 
pattern,  local  producers  will  receive  revenue  which  otherwise  would  go 
to  far-away  producers  and  truckers. 

Each  producer  under  the  plan  has  a  quota  which  is  equal  to  his  average 
daily  milk  deliveries  from  September  through  February,  sub.ject  to  the 
qualifications  listed  below.  New  quotas  are  earned  each  year.  However, 
to  get  the  plan  started  each  producer  chose  his  own  initial  quota.  A 
producer's  quota  determines  the  amount  of  his  milk  which  will  be  paid  for 
at  the  Class  I  price  in  the  surplus  production  period.  Also,  if  he  fails 
to  deliver  his  quota  during  the  low  production  season  he  must  pay  the 
association  his  proportionate  share  of  the  net  cost  of  any  fluid  milk 
imported.  If  Class  I  sales  of  milk  are  less  than  total  deliveries,  but 
in  excess  of  the  old  quotas,  only  the  old  quota  deliveries  plus  a  pro- 
rated portion  of  overquota  deliveries  are  allowed  as  quota  credits. 

If  Class  I  sales  exceed  the  sum  of  all  quotas,  plus  actual  overquota 
deliveries,   the  excess  would  be  prorated  and  added  to  the  quotas  of  all 
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producers,  unless  volunteers  are  willing  to  assume  new  quotas  large 
enough  to  make  up  the  deficit.  If  Class  I  sales  are  less  than  the  sum 
of  all  quotas,  each  quota  would  be  decreased  proportionately. 

During  the  war  years,  locally  produced  milk  did  not  meet  consumption  re- 
quirements. Under  these  circumstances,  the  base  quota  plan  that  had 
been  adopted  in  1942  was  ineffective.  Milk  deliveries  during  those 
years  showed  wide  seasonal  swings.  It  was  this  situation  which  led  to 
the  adoption  of  a  plan  aimed  not  only  at  seasonal  surpluses  but,  also, 
at  fall-winter  shortages. 

The  first  year  under  the  new  plan,  1947-48,  showed  less  seasonal  fluc- 
tuation. There  was  a  greater  percentage  increase  in  October,  November, 
and  December  deliveries  over  the  preceding  year  than  the  percentage  in-^ 
crease  of  deliveries  during  the  other  months  of  the  year  and  a  smaller 
seasonal  variation  in  the  percentage  of  dry  cows  to  all  cows.  The  gains 
in  fall  milk  deliveries  during  the  first  year  under  the  new  plan  were 
barely  held  in  the  fall  of  1948. 

A  sample  of  94  producers'  penalty  records  showed  that  86  of  these  pro- 
ducers incurred  penalties  between  September  1947  and  March  1948.  The 
average  daily  deliveries  of  the  94  producers  from  September  1947  to 
March  1948  amounted  to  83  percent  of  their  full  quotas.  Fluid  milk  im- 
ports charged  to  underquota  producers  were  5  percent  of  their  original 
quota.  Thus,  the  quotas  for  the  second  year  of  the  94  producers  studied 
were  88  percent  of  their  original  quotas.  In  no  case  did  the  penalty 
charge  exceed  11  percent  of  net  receipts.  Six  out  of  10  penalty  charges 
were  less  than  1.5  percent  of  net  receipts.  The  average  penalty  amounted 
to  1.59  percent  of  net  receipts.  There  was  no  distinct  association  of 
penalty  charges  with  amount  of  quota,  although  no  large  penalty  charge 
was  associated  with  a  small  quota;  in  the  average,  each  pound  of  daily 
quota  was  associated  with  a  penalty  of  17  cents  for  the  entire  7-month 
import  season. 

The  net  cost  to  a  producer  for  failing  to  deliver  1  pound  of  his  quota 
daily  from  September  1947  through  March  1948,  213  pounds  of  milk,  was 
98  cents.  The  difference  between  98  cents  and  $4.11,  the  actual  net 
cost  of  importing  213  pounds  of  milk,  is  accounted  for  by  the  fact  that 
imports  were  required  for  only  a  fraction  of  the  undelivered  quota 
milk.  In  other  words,  the  total  quota  was  higher  than  actual  sales  and 
underquota  producers  were  assessed  penalties  on  only  about  one-fourth 
of  their  undelivered  quota. 

The  plan  has  shifted  the  burden  oi  bue  net  cost  of  fluid  milk  imports 
from  the  dealers  to  the  uneven  producers  whose  fluctuating  production 
record  makes  these  imports  necessary.  Indications  are  that  the  plan  is 
an  incentive  toward  more  level  production.  It  may  thus  act  to  eliminate 
the  need  for  fluid  milk  imports  in  future  fall  and  winter  seasons.  This 
will  mean  a  greater  gross  income  to  local  milk  producers. 


AN  ANALYSIS  OF  THE  BASE-QUOTA  PLAN 
IN  THE  MEMPHIS  Ml LKSHED 


By 

Hans  G.   Hirsch  and  Irwin  R.  Hedges 
Agricultural  Economists 

Seasonal  fluctuations  in  milk  deliveries  create  one  of  the  principal 
problems  in  fluid  milk  markets.  Fluid  milk  consumption  tends  to  show 
only  slight  seasonal  variation.  Milk  production,  on  the  other  hand, 
varies  sharply  from  fall  to  spring,  on  most  dairy  farms,  unless  a  con- 
scious effort  is  made  to  bring  about  a  uniform  production  pattern. 
Various  pricing  plans  have  been  used  in  fluid  milk  markets  from  time  to 
time  to  induce  producers  to  supply  milk  more  evenly  throughout  the  year. 
These  plans  differ  considerably  in  detail  but  all  seek  by  one  means  or 
another  to  reward  dairymen  who  produce  at  a  more  even  rate. 

This  study  is  an  analysis  of  the  base-quota  plan  in  use  since  1947  in 
the  Memphis,  Tenn. ,  milkshed,  which  is  designed  to  bring  about  a  more 
level  seasonal  pattern  of  milk  production.  Under  this  plan,  producers 
are  paid  the  top  price,  during  the  flush  season,  for  only  the  quantity 
of  milk  delivered  equal  to  a  quota  based  on  previous  fall  and  winter 
deliveries.  Milk  deliveries,  in  excess  of  the  quota,  are  paid  for  at  a 
price  that  reflects  the  use  made  of  such  overquota  deliveries. 

Recently,  in  an  effort  to  strengthen  the  plan,  provisions  were  added 
under  which  producers  are  made  financially  responsible  for  their  quotas 
during  the  season  of  low  production.  If  fluid  milk  imports  from  outside 
the  milkshed  are  necessary,  because  producers  fail  to  deliver  their  full 
quotas,  these  producers  must  reimburse  their  association  for  its  net  im- 
port expenses.  This  study  is  directed  primarily  toward  an  analysis  of 
these  penalty  provisions. 

The  success  of  this  plan  depends,  to  some  extent,  on  the  degree  to  which 
Class  I  use  (milk  for  bottling  purposes)  and  producers'  quotas  for  the 
market  as  a  whole  coincide.  If  Class  I  use  exceeds  the  combined  quotas 
earned  by  producers,  the  plan  may  become  meaningless.  This  happened  in 
many  markets  during  World  War  II.  The  demand  for  fluid  milk  increased 
so  rapidly  in  many  milksheds  that  all  the  milk  which  was  produced  and 
more  was  needed  to  satisfy  Class  I  needs.  Producers  were  thus  paid  the 
top  price  for  all  their  milk  regardless  of  their  quota.  Under  such  cir- 
cumstances base-quota  plans  lost  much  of  their  effectiveness. 


NOTE:  Appreciation  is  due  L.  F.  Friend,  Manager,  and  the  staff  of  the  Mid-South  Milk  Pro- 
ducers Association,  Memphis,  Tennessee,  without  whose  cooperation  and  he  I  p t h i s  study  would  not 
have  been  possible;  xhe  several  directors  and  members  of  the  association  who  contributed  ideas 
and  furnished  valuable    information;   and  Ruth  K.   Christie  for   statistical  computations. 
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In  Memphis,  as  In  most  other  markets,  milk  producers  are  paid  according 
to  a  use-classification  scheme.  Class  I  milk  is  paid  for  at  the  top 
price  and  other  milk,  not  needed  for  bottling  purposes,  is  paid  for  at 
a  lower  price  representing  its  value  in  manufacturing  or  surplus  uses. 
If,  at  any  particular  time,  all  the  milk  produced  is  not  needed  for 
bottling  purposes,  producers  are  paid  a  blend  price  representing  the 
combined  returns  for  all  their  milk  from  both  fluid  and  surplus  uses. 

In  most  markets,  as  in  Memphis,  the  use-classification  plan  alone  has 
not  been  considered  a  sufficient  price  incentive  to  encourage  fall  pro*- 
duction.  In  some  markets,  provision  is  made  for  varying  seasonally  the 
Class  I  or  fluid  use  price,  reducing  it  in  the  spring  and  raising  it  in 
the  fall. 

A  second  scheme,  used  in  some  markets,  for  the  additional  stimulation 
of  a  seasonally  level  production  pattern  is  the  "take-off  and  pay-back" 
or  fall  premium  plan.  Under  this  plan  a  flat  deduction  is  made  for  each 
hundredweight  of  milk  delivered  in  the  spring-summer  months  and  retained 
in  a  producer-settlement  fund.  The  funds  so  withheld  are  paid  out  to 
each  producer  according  to  his  milk  deliveries  in  the  subsequent  fall- 
winter  months.  Since  fall-winter  deliveries  tend  to  be  lower  than 
spring-summer  deliveries,  the  pay-back  or  premium  rates  per  hundred- 
weight tend  to  exceed  the  withholding  rate.  In  some  markets  this  plan 
is  used  in  conjunction  with  a  use-classification  plan  and  a  varying 
seasonal  price  for  Class  I  milk.  The  incentive  for  a  producer  to  strive 
for  more  level  production  arises  from  the  fact  that  under  the  plan  a 
producer  whose  drop  in  production  during  the  fall-winter  months  is 
less  than  the  average  for  the  market  is  rewarded,  while  the  producer 
whose  drop  in  production  is  greater  than  the  average  for  the  market  is 
penalized. 

It  is  hoped  that  the  results  of  this  study  will  be  useful  both  to  offi- 
cials of  the  Mid-South  Milk  Producers  Association  and  others  inter- 
ested in  the  Memphis  milk  market,  in  their  continuing  effort  to  reduce 
the  seasonality  of  milk  production  in  the  Memphis  milkshed,  and  to 
groups  in  other  markets  concerned  with  similar  problems. 

THE  MARKET 

Memphis  has  a  population  of  about  one-third  of  a  million.  Milk  dis- 
tribution is  in  the  hands  of  ten  firms.  Two  of  these  are  distinctly 
larger  than  the  other  eight.  Producer-distributors  have  all  but  dis- 
appeared from  the  market  during  the  past  15  years.  Class  I  or  bottled 
milk  sales  have  averaged  about  300,000  pounds  per  day  in  recent  years. 
Consumption  of  milk  in  the  market  is  fairly  stable  from  one  season  to 
another.  The  index  of  seasonal  variation  of  Class  I  milk  sales  in 
Memphis  for  the  period  from  February  1943  to  May  1948  shows  a  range  from 
96.7  in  December  to  103.3  in  March   (table  1). 

The  Memphis  milk  ordinance  setting  forth  sanitary  requirements  is  pat- 
terned after  the  standard  established  by  the  U.  S.  Public  Health  Serv- 
ice.    The  minimum  legal  butterfat  content  of  milk  is  3.5  percent. 
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Table  1.   -  Indexes  of  seasonal  variation  of  Class  I  milk  sales,  Memphis, 
February  1943  to  May  1948 


January  . 
February 
March  — 
April  ... 

May  ■ 

June  


99.3 
101.0 
103.3 
101.4 
99.3 
97.5 


July  

Augus  t  

September 
October  - - 
November. 
December- 


99.6 
99.5 
102. 1 
101.8 
98.8 
96.7 


Calculated  by  the  median  link  relative  method  from  records  of  the  Mid-South  Milk  producers 
Association. 

Actually,  available  information  indicates  that  standard  milk  retailed  by 
Memphis  dealers  has  at  least  3.8  percent  butterfat  and  tends  to  test  as 
high  as  3.9  or  4.0  percent.  "Premium"  or  "high-test"  milk  with  4.7  to 
5.0  percent  butterfat  also  is  sold  and  appears  to  be  rather  popular  with 
consumers. 

Under  the  definitions  of  the  ordinance  most  milk  that  goes  into  Class  I 
use  is  grade  "B"  raw  milk  the  bacterial  count  of  which  must  not  exceed 
200,000  per  cc,  (cubic  centimeter)  at  any  time  prior  to  delivery. 
Grade  "A"  pasteurized  milk  is  grade  "A"  or  grade  "B"  raw  milk  the 
bacterial  count  of  which  must  not  exceed  50,000  per  cc.  between  pas- 
teurization and  delivery.  The  ordinance  also  recognizes  certified  milk. 
Grades  lower  than  the  common  grade  "B"  raw  and  grade  "A"  pasteurized  are 
grades  "B"  and  "C"  pasteurized  and  grades  "C"  and  "D"  raw.  Grades  "C" 
and  "D"  milk  cannot  be  sold  in  Memphis. 

Producers  in  the  Memphis  milkshed  pay  an  annual  permit  fee  of  $12.  The 
health  officer  is  required  regularly  to  inspect  every  dairy  farm  producing 
milk  or  cream  for  consumption  within  the  city  of  Memphis. 

Memphis  also  has  a  frozen  dessert  ordinance.  This  ordinance  requires 
that  grade  "A"  frozen  desserts  shall  be  made  in  whole  or  in  part  from  a 
mix  in  which  the  raw  milk  or  milk  products  used  are  grade  "A"  or  "B"  as 
defined  by  the  Memphis  milk  ordinance.  This  provision  is  interpreted  to 
require  that  50  percent  of  all  milk  and  cream  constituents  in  ice  cream 
must  be  grade  "A"  or  "B"  raw  milk  before  pasteurization.  The  gradual 
increase  of  this  percentage  opens  up  another  expanding  market  to  grade 
"B"  raw  milk  in  addition  to  fluid  milk  requirements. 

THE  MILKSHED 

The  Memphis  milkshed  is  located  primarily  in  the  southeastern  quadrant 
of  a  circle  with  a  radius  of  40  miles  from  the  city.  Southern  Shelby 
County,  Tenn. ,  and  De  Soto  and  Tate  Counties,  Miss.,  are  tbe  principal 
production  areas.  West  of  this  area  is  the  famous  Mississippi  Delta 
which  is  devoted  primarily  to  cotton  production.  The  use  of  land  for 
cotton  and  truck  crop  production  limits  dairying  in  the  area  immediately 
north  of  the  city. 
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Table  2.    -  Average  number  of  producers,  Mid-South  Milk  Producers  Asso- 


ciation,  January 

1943 ,  to 

December 

1948^ 

MONTH 

1  Qii*^ 
i. 

1  Q112i 

1  0  Ji.  R 

1  Q)l  A 
X  7  *+  O 

1  Q  )I  7 

367 

359 

362 

354 

400 

456 

369 

361 

363 

360 

415 

459 

374 

364 

362 

359 

423 

468 

%)ril  -  

377 

363 

365 

360 

434 

469 

373 

366 

371 

370 

452 

473 

374 

366 

370 

374 

454 

479 

July  

375 

365 

370 

379 

458 

475 

372 

368 

371 

379 

454 

479 

371 

366 

371 

398 

456 

478 

368 

365 

365 

386 

453 

478 

369 

363 

361 

392 

451 

474 

363 

362 

357 

397 

451 

475 

371 

364 

366 

376 

442 

472 

Total  number  of  dally  deliveries  per  month  divided  by  number  of  days  In  the  month  as  calcu- 
lated by  the  association. 


Dairymen  from  80  to  100  miles  northeast  of  Memphis,  in  the  northwestern 
counties  of  Tennessee  and  even  across  the  Kentucky  line,  recently  have 
started  shipping  to  the  Memphis  market.  The  area  west  and  north  of  the 
city,  across  the  Mississippi  River  in  Arkansas,  is  low  land  with  imper- 
vious soil  which,  in  general,  is  not  suitable  for  pasture,  although  it 
is  used  for  hay  production.  A  small  group  of  producers,  slightly  more 
than  a  dozen,  ship  milk  from  the  area  between  Helena  and  Marianna,  Ark., 
about  50  miles  southwest  of  Memphis.  More  than  half  of  the  city  milk 
supply  is  produced  in  Mississippi. 

Slightly  under  500  producers  were  producing  milk  for  fluid  consumption 
in  Memphis  in  the  middle  of  1948.  Most  of  these  are  members  of  the  Mid- 
South  Milk  Producers  Association,  the  producers'  bargaining  association. 
During  the  war  years,  the  number  of  producers  was  considerably  lower 
(table  2) .  Since  1946,  when  OPA  price  ceilings  were  lifted,  there  has 
been  a  net  increase  of  approximately  100  producers  shipping  to  the 
market. 


The  turnover  in  number  of  producers  shipping  to  the  market  is  rather 
high  but  appears  to  be  declining.  If  the  annual  average  number  of  pro- 
ducers shipping  to  the  market  is  divided  by  the  number  of  producers  who 
sold  their  herds  during  the  year,-"-  the  following  figures  are  obtained, 
which  represent  the  number  of  years  required  for  a  complete  turnover: 

1943  -  9.8  1946  -  5.9 

1944  -  9.3  1947  -  6.3 

1945  -  6.8  1948  -  7.1 

■'•Data  on  the  number  of  producers  who  sold  their  herds  during  the  year  were  obtained  from  the 
association's  records. 
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Thus,  the  turnover,  relatively  rapid  from  1945  to  1947,  appears  to  have 
slowed  down  In  1948. 

A  slight  seasonal  variation  in  the  number  of  producers  shipping  to  the 
market  can  be  noted  from  table  2.  The  tendency  is  for  the  number  to  be 
somewhat  larger  during  spring  and  summer. 

An  analysis  of  the  average  daily  milk  deliveries  per  producer  indicates 
that  the  dairy  farms  supplying  the  Memphis  market  are  rather  large 
compared  with  the  average  southern  dairy  farms.  Average  daily  milk 
deliveries  per  producer  by  years  from  1943  to  1948  ranged  from  600  to 
635  pounds    (table  3)  . 


Table  3.  -  Average  daily  milk  deliver ies  per  producer  by  months,  Memphis, 
January  1943  to  June  1948^ 


MONTH 

1943 

1944 

1945 

1946 

1947 

1948 

Pounds 

611 

519 

524 

528 

500 

561 

fil  2 

556 

548 

538 

566 

597 

572 

618 

591 

572 

596 

659 

644 

714 

701 

668 

692 

685 

727 

751 

730 

750 

734 

682 

702 

758 

724 

779 

679 

July  =  = 

664 

679 

733 

740 

768 

686 

612 

641 

707 

712 

689 

691 

55  7 

618 

649 

599 

645 

641 

538 

538 

567 

524 

585 

569 

526 

518 

527 

478 

561 

521 

December----  

519 

508 

520 

475 

565 

534 

605 

600 

635 

612 

635 

622 

Average  dally  deliveries  divided  by  average  number  of  producers.  For  data,  see  figure  i  and 
table  2. 
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New  producers  are  typically  small  dairymen  who  intend  to  expand  their 
operations  as  they  build  up  their  capital  and  their  credit  standing. 
Capital  resources,  either  in  the  form  of  net  worth  or  credit  are  of  par- 
ticular importance  to  Memphis  dairymen,  many  of  whom  buy  substantial 
portions  not  only  of  concentrated  feeds  but  also  hay.  Existing  lending 
institutions  in  the  area  tend  to  specialize  in  credit  for  cotton  grow- 
ers. Thus,  a  situation  has  developed  in  which  a  few  feed  dealers  have 
assumed  the  task  of  providing  substantial  amounts  of  credit  for  feed 
purchasing . 

THE  MARKET,  l9^3-^7 

As  in  most  fluid  milk  markets,  fluid  milk  sales  increased  sharply  in 
Memphis  during  the  war  years.  Local  production,  on  the  other  hand, 
showed  no  cor responaing  increase.  Except  for  a  small  surplus  in  May  and 
June  1944,  Class  I  sales  exceeded  milk  deliveries  from  local  producers 
from  January  1943  to  April  1947  (figure  l) .  During  the  fall  and  winter 
months  of  those  years,  local  production  fell  sub s tantitilly  below  market 
requirements  and  imports  from  other  areas  were  necessary.  The  base- 
quota  plan  in  effect  in  the  market  was  retained  but  in  the  absence  of 
surplus  even  during  the  flush  season,  the  plan  for  a  time  lost  any  real 
meaning. 

The  year  1943  marks  the  transition  from  moderate  to  wide  seasonal  fluc- 
tuation. Prior  to  1943,  the  range  in  the  seasonally  high  and  low  points 
of  average  daily  milk  deliveries  of  producers  was  about  50,000  pounds 
or  less.  In  some  years  since  1943,  this  range  has  equalled  nearly  100,000 
pounds  or  more   (figure  1) . 

The  increase  in  seasonal  variation  which  occurred  is  further  emphasized 
by  comparing  milk  deliveries  from  September  through  February  of  each 
year  with  those  of  the  preceding  and  succeeding  March  through  August 
period   (table  4).     From  1938-39  to  1942-43,   September-February  milk 


Table  4.  -  September  to  February  milk  deliveries  as  a  percentage  of  pre- 
ceding and  succeeding  March  to  August  deliveries,  Memphis,  1938-39  — 
1947-48^ 


YEAR 

SEPTEMBER  TO  FEBRUARY  MILK 
DELIVERIES  AS  A  PERCENTAGE  OF 

PRECEDING    MARCH  - 
AUGUST  DEL  IVER lES 

SUCCEED  1 NG  MARCH  - 
AUGUST  DEL  IVER lES 

92 

92 

1939-40  

96 

91 

99 

85 

1941-42  

97 

92 

1942-43  

96 

91 

1943-44  

80 

81 

1944-45  

82 

75 

1945-46  

77 

78 

1946-47  

80 

66 

1947-48  

84 

82 

Calculated  from  association  data.  These  percentages  were  computed  as  ratios  of  the  sums  of 
the  6  dally  average  milk  deliveries  by  months.  Thus,  each  month  received  the  same  weight  re- 
gardless of  length. 
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deliveries  ranged  between  92  and  99  percent  of  those  during  the  pre- 
ceding March-August  period.  In  the  following  5  years  the  range  was 
generally  in  the  low  80 's,  and  in  1  year  dropped  to  77.  A  comparison 
of  milk  deliveries  from  September  to  February  with  the  succeeding  March 
to  August  period  shows  a  similar  difference  between  earlier  and  later 
years . 

This  increase  in  seasonality  of  production,  plus  the  general  shortage 
of  local  production  in  relation  to  the  needs  of  the  Memphis  market 
during  much  of  the  year,  led  to  the  consideration  of  additional  meas- 
ures to  make  the  base-quota  plan  in  the  Memphis  milkshed  more  effective. 

MID-SOUTH  MILK  PRODUCERS  ASSOCIATION 

The  base-quota  and  penalty  plan  in  the  Memphis  milkshed  has  been  spon- 
sored and  is  administered  by  the  Mid-South  Milk  Producers  Association. 
A  brief  review  of  the  history  and  operations  of  the  association  is  pro- 
vided as  a  setting  for  the  analysis  of  the  plan  which  follows. 

ORIGIN 

The  Mid-South  Milk  Producers  Association  was  organized  in  1941.  The  new 
association  had  to  overcome  not  only  the  hostility  of  dealers  on  the 
market  but  the  antagonism  of  many  producers  as  well.  Producer  antag- 
onism was  the  result  of  previous  disappointing  experiences  with  coop- 
eratives. The  first  producer-cooperative  in  the  milkshed  dates  back  to 
1924.  At  that  time  a  cooperative  bargaining  association  known  as  the 
Shelby  County  Milk  Producers  Association  was  organized.  This  associa- 
tion fiinctioned  as  a  bargaining  agency  for  about  5  years  and  then  went 
into  the  milk  distributing  business.^  Its  operations  were  none  too 
successful  in  the  depression  years  that  followed.  By  1934,  many  produc- 
ers had  withdrawn  from  the  association  and  shifted  their  patronage  to 
proprietary  distributors  in  the  market. 

The  plant  of  the  Shelby  County  Producers  Association  was  finally  sold 
by  its  principal  creditor  in  1935  and  the  association  disbanded. 3  Sub- 
sequently, efforts  to  organize  were  made  by  producers  patronizing  each 
of  the  two  larger  dealers  in  the  market.  Neither  organization  ever 
seemed  to  have  functioned  effectively  as  a  bargaining  agency.  Until 
1942,  when  the  Mid-South  Milk  Producers  Association  started  functioning, 
the  market  was  characterized  by  a  complete  lack  of  uniformity  in  deal- 
ers' buying  practices  and  other  treatment  of  producers. 

^Waldauer,  A.  D. ,  The  Story  of  a  Typical,  Small  Milk.  Cooperative,  The  Cooperative  Marketing 
Journal  3(4):  101-105.  July  1989.  Written  at  the  height  of  the  success  of  the  association, 
this  account  Is  highly  optimistic. 

^These  and  the  following  statements  are  based  on  an  unpublished  report  of  a  visit  to  Mid-South 
Milk  Producers  Assoclatlonj  Memohls,  Tenn. .  by  L.  F.  Herrmann,  dated  May  13.  194S»  In  the  files 
of  the  Dairy  Section,  Cooperative  Researcn  and  Service  Division,  Farm  Credit  Admin.,  U.  S.  Dept. 
Agr.,  and  on  an  unpublished  report.  Economic  Statement  Concerning  the  Memphis,  Tenn.,  Milk 
Market  and  The  Proposed  Marketing  Agreement  and  Order  for  That  Market  by  B.  W.  Bain  and  H.  L. 
Forest,  Dairy  and  Poultry  Branch,  AMA,  U.  S.nDept.  Agr.,  June  1942,  filed  with  the  Hearing 
Clerk,  Office  of  the  Solicitor,  U.  S.  Dept.  Agr.,  as  Exhibit  No.  3  to  Docket  No.  AO-168. 
Proposed  Marketing  Agreement  and  Proposed  Order  Regulating  the  Handling  of  Milk  In  the  Memphis, 
Tenn. ,  Marketing  Area. 
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The  Mid-South  Milk  Producers  Association  was  chartered  under  the  Coop- 
erative Marketing  Law  of  Tennessee  on  December  18,  1941.  Following  an 
intensive  membership  drive,  the  association  attempted  to  function  as  a 
bargaining  agent  for  its  members  in  the  spring  of  1942. 

The  milk  distributors  in  the  market  refused,  however,  to  sign  contracts 
with  the  association  or  to  recognize  it  as  the  bargaining  agent  for  its 
members.  Accordingly,  the  association  appealed  to  the  Secretary  of 
Agriculture  to  issue  a  marketing  agreement  and  order  for  the  market 
under  the  provisions  of  the  Agricultural  Marketing  Agreement  Act  of 
1937.  ^ 

A  hearing  was  called  to  consider  the  feasibility  of  an  order.  The  asso- 
ciation was  able  to  present  evidence  showing  marked  irregularities  in 
the  treatment  accorded  producers  in  the  market. 5  Payments  to  indi- 
vidual producers  differed  with  respect  to  base  and  surplus  prices  and 
with  respect  to  base  and  surplus  butterfat  differentials  during  the 
same  month.  In  the  case  of  one  plant,  different  surplus  prices  and 
different  surplus  butterfat  differentials  were  simultaneously  paid  to 
various  patrons.  The  division  of  the  milk  supply  into  Class  I  and 
surplus  was  accomplished  arbitrarily  and  thus  probably  did  not  reflect 
actual  use.  Typically,  a  producer  had  an  "average"  or  allotted  daily 
quantity  of  his  supply  for  which  he  received  the  Class  I  price.  Orig- 
inally, the  "averages"  were  established  by  mutual  agreement  between 
each  producer  and  his  dealer.  However,  for  several  years  the  averages 
had  a  cash  value  ranging  from  $1  to  $3  per  pound  when  bought  by  a  pro- 
ducer either  from  a  dealer  or  from  a  fellow  producer,  A  vested  interest 
had  thus  been  created  in  the  quotas  assigned  to  producers  in  the  market, 
a  danger  which  is  always  present  in  any  "closed"  base  plan. 

Evidence  showed  that  producers  sometimes  received  additional  amounts  of 
"average"  or  entire  averages  gratis  to  encourage  them  to  increase  pro- 
duction or  to  transfer  patronage.  A  variation  of  this  "average"  plan 
was  the  percentage  plan  under  which  the  Class  I  price  was  paid  for  a 
specified  fixed  percentage  of  a  producer's  deliveries,  usually  80  or  90 
percent,  and  the  remainder  was  paid  for  at  the  surplus  price.  Some 
dealers  paid  producers  the  Class  I  price  for  all  their  milk. 

"^The  Agricultural  Marketing  Agreement  Act  of  1937  authorizes  the  Secretary  of  Agriculture  to 
enter  Into  marketing  agreements  with  and  to  Issue  orders  to  the  handlers  of  certain  agricul- 
tural commodities  In  Interstate  commerce.  The  Act  specifies  the  things  which  may  be  done  under 
marketing  agreements  and  orders.  An  "agreement"  Is  a  voluntary  contract  between  the  Secretary 
of  Agriculture  and  the  handlers  of  a  commodity,  if  the  handlers  refuse  to  enter  Into  such  an 
agreement  -  and  such  refusal  Is  the  usual  occurrence  In  the  field  of  milk  marketing  -  the  Sec- 
retary can  Issue  an  order  without  agreement.  In  such  an  order,  milk  Is  classified  by  use- 
classes,  minimum  prices  which  all  handlers  must  pay  for  each  class  are  set,  and  producers'  re- 
turns are  pooled  so  that  no  producer  gains  or  suffers  from  the  specific  uses  made  of  his  milk. 
A  market  so  regulated  must  have  some  Interstate  commerce  aspects;  the  Secretary  must  determine 
that  the  refusal  of  the  handlers  to  enter  Into  an  agreement  prevents  the  establishment  and 
maintenance  of  orderly  marketing  conditions  -  which  Is  the  declared  policy  of  the  Act;  and  at 
least  two-thirds  of  the  producers  by  number  or  by  volume  of  production  must  approve  the  order. 
The  proposed  agreement  and  order,  as  submitted  by  the  association.  Is  published  In  7  Federal 
Register  (105):    3997-4002.    May  29,  1942. 

^Hearing  Clerk,  Office  of  the  Solicitor,  U.  S.  Dept.  Agr. ,  Docket  No.  AO-168.  June  is,  1942. 
pp.  211-247. 
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After  completing  the  appropriate  administrative  steps,  including  ap- 
proval of  the  order  by  over  77  percent  of  the  producers,  Federal  Order 
No.  64  was  issued  effective  October  4,  1942.^  The  salient  features  of 
this  order  were: 

(1)  Milk  was  classified  according  to  its  use.  Class  I  milk  was  all 
bottled  products  and  all  other  milk  was  Class  II  milk.  Class  II  milk 
was  defined  as  all  milk  specifically  accounted  for  (a)  as  used  to  pro- 
duce a  milk  product  other  than  those  specified  in  Class  I  milk  and  (b) 
as  actual  plant  shrinkage  not  to  exceed  2  percent  of  the  total  quantity 
of  milk  of  producers  including  the  handlers  own  production. 

(2)  Handlers  were  required  to  make  the  customary  reports  to  the  market 
administrator  concerning  receipts  and  use  of  milk. 

(3)  The  market  administrator  was  empowered  to  establish  and  maintain  a 
producer-settlement  fund  in  order  to  effect  a  market-wide  milk  pool. 
Thus,  no  producer  would  suffer  any  discrimination  because  he  patronized 
any  one  dealer.  Each  producer  shared  in  Class  I  sales  in  proportion  to 
market-wide  rather  than  individual  dealer  Class  I  sales. 

(4)  Provisions  were  made  for  a  base  rating  plan.  The  average  dally 
amount  of  milk  delivered  during  September  through  November,  which  was 
used  as  Class  I  milk  in  the  pool,  was  to  form  each  producer's  base  for 
the  following  calendar  year. 

(5)  Dealers  were  to  pay  4  cents  per  hundredweight  to  the  market  admin- 
istrator to  defray  the  cost  of  administering  the  order.  Dealers  also 
were  to  deduct  5  cents  per  hundredweight  from  their  payments  to  pro- 
ducers and  to  pay  these  deductions  to  the  administrator  to  finance  the 
cost  of  verifying  weights,  sampling  and  testing  milk,  and  providing  pro- 
ducers with  market  information. 

The  dealers  refused  to  comply  with  the  order  and  a  suit  was  instituted 
by  the  Government.  Before  the  merits  of  the  case  could  be  decided,  the 
dealers  signed  contracts  with  the  association.  The  association  peti- 
tioned the  Secretary  of  Agriculture  to  suspend  the  order  and  this  was 
done  on  January  20,  1943.^  The  pending  case  in  court  was  dismissed 
and  the  order  was  terminated  later   in  1943.^ 

The  Federal  milk  marketing  order  for  Memphis  even  though  never  complied 
with  by  all  parties  was  of  strategic  importance  in  introducing  orderly 
and  equitable  conditions  into  the  Memphis  milk  market.  Clearly  the 
Federal  order  was  an  important  factor  in  gliding  the  association  to 
obtain  the  recognition  it  sought.  This  is  not  to  imply  that  the  recog- 
nition could  not  have  come  by  other  means.  Without  the  Federal  order, 
however,  it  would  have  come  only  after  a  prolonged  struggle,  the  after- 
math of  which  might  have  left  a  bitterness  which  would  have  impaired 

^7  Fed.  Reg.  6086  f.  and  7794  ff.  and  7  Code  of  Fed.  Reg.  964. 
^8  Fed.  Reg.  998. 
^8  Fed.  Reg.  8623. 
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Indefinitely  a  working  relationship  between  producers  and  dealers  in  the 
market.  Neither  is  it  meant  to  imply  that  the  present  working  relation- 
ship between  the  producers'  association  and  dealers  in  the  market  is 
something  that  came  into  being  automatically  as  a  result  of  the  Federal 
order  episode.  Present  arrangements  whereby  milk  marketing  problems  are 
handled  without  the  assistance  of  any  public  regulatory  body,  are  a 
tribute  to  the  foresight,  moderation,  and  flexibility,  which  the  direc- 
tors and  meinager  have  displayed  in  guiding  their  association. 

MEMBERSHIP  CONTRACT 

The  association  signs  marketing  contracts  with  all  its  members.  Under 
the  terms  of  this  contract,  the  producer  appoints  the  association  his 
agent  to  market  all  milk  and  other  dairy  products  which  he  produces  for 
sale.  The  contract,  originally  valid  for  2  years,  continues  automat- 
ically for  1-year  periods  unless  written  notice  is  given  by  either  party 
between  15  to  30  days  before  the  expiration  of  the  contract  period.  A 
producer's  notice  of  contract  termination  must  be  delivered  in  person. 
Tenants,  relatives,  or  friends  taking  over  a  dairy  business  are  bound  by 
the  contract  except  in  the  case  of  a  member's  death  or  a  bona  fide  sale 
of  the  farm.  The  association  for  its  part  agrees  to  market  the  member's 
products  at  the  best  prices  obtainable  in  its  judgment  and  to  pay  the 
producer  his  proportionate  share  of  the  total  receipts  less  necessary 
and  authorized  deductions.  It  is  stipulated  that  payments  are  to  be 
made  on  or  before  the  25th  day  of  the  month  following  delivery  of  the 
products.  The  contract  further  provides  that  all  producers  must  be 
treated  equitably. 

The  association,  under  the  terras  of  the  contract,  is  authorized  to  make 
deductions  from  the  proceeds  of  its  sales  to  defray  expenses  and  to 
create  reserves  in  accordance  with  its  bylaws.  All  deductions  must  be 
■accounted  for  at  the  close  of  the  fiscal  year. 

Paragraph  4  of  the  contract  stipulates  "That  the  Association  may  make 
arrangements  for  the  sale  and  payment  for  the  milk  or  other  dairy  prod- 
ucts on  different  bases  but  the  Producer  shall  be  paid  at  the  same  rate 
as  other  producers  signing  similar  contracts  whose  dairy  products  have 
been  delivered  to  the  Association  under  similar  conditions  and  are  of 
similar  quality  subject  to  such  equitable  differentials  as  the  Asso- 
ciation or  its  Board  of  Directors  from  time  to  time  may  establish." 
This  paragraph  grants  the  board  of  directors  considerable  discretion  in 
determining  the  marketing  and  payment  plan. 

The  association  is  authorized  to  deal  with  any  of  the  products  for 
which  it  is  marketing  agent  as  though  they  were  the  property  of  the 
association.  This  provision  would  seem  to  indicate  that  the  association 
legally  never  acquires  and  owns  the  milk  which  it  markets  for  its 
patrons,  although  the  association  is  authorized  to  exercise  all  the 
attributes  of  ownership. 
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Paragraph  7  of  the  contract  reads:  "That  the  producer  will  endeavor  to 
follow  the  instructions  of  the  Association  as  to  the  proportionate  quan- 
tities of  milk  or  other  dairy  products,  produced  during  the  several 
months  of  the  year  in  order  that  an  adequate  supply  foi-  consumers  may 
he  available  at  all  seasons,  and  that  he  will  observe  the  laws,  rules, 
and  regulations  of  State  and  local  governments  and  the  Association  with 
regard  to  the  quality  and  condition  of  the  milk  delivered  hereunder." 
This  paragraph,  together  with  paragraph  4  quoted  above,  lays  the  ground- 
work for  the  base-quota  plan,  the  very  essence  of  which  is  to  make  the 
producers  deliver  an  adequate  supply  of  milk  at  all  seasons. 

Under  the  contract,  the  producer  agrees  to  pay  certain  liquidated  dam- 
ages to  the  association  in  case  he  breaks  the  contract;  he  further-- 
more  agrees  that  the  association  shall  be  entitled  to  an  injunction  to 
prevent  breach  of  contract. 

The  contract  further  provides  that  the  producer  is  not  obligated  to  sell 
any  specified  amount  of  dairy  products  through  the  association,  but  he 
must  sell  all  that  he  markets  through  the  association  except  by  the 
written  consent  of  the  association.  This  stipulation  is,  in  one  re- 
spect, superseded  by  the  new  base^^quota  plan  under  which  a  producer  is 
obliged  either  to  deliver  his  quota  during  the  low-production  season  or 
to  pay  penalties  for  the  undelivered  part  of  his  quota  to  the  extent  to 
which  the  market  demands  it. 

ASSOCIATION-DEALER  CONTRACTS 

The  association  began  its  full  operations  on  January  20,  1943,  the  day 
Order  No.  64  was  suspended.  Oh  that  day  the  milk  supply  contracts 
between  the  association  and  each  dealer  in  the  market  went  into  effect. 
With  some  modification  these  contracts  still  continue  in  force. 

Under  the  terms  of  each  contract,  the  association  agrees  to  deliver  to 
the  dealer  all  the  Memphis-approved  milk  needed  for  his  normal  require- 
ments in  the  city  of  Memphis.  If  the  association's  members  fail  to 
deliver  sufficient  milk  for  the  dealer's  normal  requirements  or  even  for 
above-normal  requirements,  the  association  pledges  itself  to  make  an 
effort  to  locate  additional,  approved  milk  supplies,  from  sources  other 
than  its  membership,  and  to  deliver  them  to  the  dealer  who  agrees  to 
accept  them. 

This  contract  laid  the  groundwork  for  the  present  base-quota  plan  by 
delegating  the  responsibility  for  the  Memphis  milk  supply  to  the  asso- 
ciation. Initially,  however,  the  association  did  not  assume  any  respon- 
sibility for  importing  supplies,  if  local  production  failed  to  meet  all 
market  needs.  Moreover,  in  order  to  avoid  any  stipulation  in  the  con- 
tract or  any  action  that  could  be  interpreted  as  restraint  of  trade  the 
contract  specified  that:  "In  the  event  the  Association  is  unable 
promptly  to  procure  and  deliver  such  normal  requirements  or  such  addi- 
tional requirements  to  the  Dealer,  the  Dealer,  upon  proper  notice  to  the 
Association,  shall  have  the  right  to  obtain  such  needed  milk  or  its 
products  from  other   sources   as  the  Dealer  shall   see  fit." 
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Uniform  treatment  of  all  producers  is  safeguarded  by  the  following  pro- 
vision: "It  is  further  understood  and  agreed  that  neither  the  members 
of  the  Association  nor  the  producers  of  milk  who  are  not  members  shall 
in  any  wise  be  discriminated  against,  it  being  understood  that  such  non- 
members  shall  continue  to  sell  their  milk  to  the  Dealer  so  long  as  they 
desire  and  so  long  as  the  Dealer  desires  to  purchase  such  milk  and  that 
no  arrangement  between  the  Dealer  and  such  non-member  producers  shall  be 
affected  whereby  the  Association's  membership  shall  suffer  by  discrim- 
ination. " 

The  apparent  inconsistency  of  wording  in  referring  to "all  of  the  Memphis 
approved  milk  required  by  the  Dealer  for  his  normal  requirements"  on  the 
one  hand,  and  non-member  producers  on  the  other,  is  explained  by  the  fact 
that  the  contract  permitted  a  dealer  to  continue  existing  relations  with 
non-member  producers. 

The  association  further  agreed,  under  its  contract  with  dealers,  to 
direct  the  daily  delivery  of  milk  to  the  plant  as  early  as  possible  in 
the  day  and  in  as  few  truckloads  as  expedient. 

The  dealer,  under  the  terms  of  the  contract,  agreed  to  pay  the  asso- 
ciation a  service  charge  of  5  cents  per  hundredweight  (since  February 
1948,  7  cents)  on  all  approved  milk  and  its  products  received  by  the 
dealer  direct  from  milk  producers  and  to  pay  this  service  charge  on  or 
before  the  15th  of  the  month  following  the  month  of  delivery.  This  pay- 
ment is  "in  consideration  for  the  effort,  service,  and  expense  that  the 
Association  incurs  in  its  marketing  service  to  the  Dealer  which  in-- 
cludes,  among  other  things,  the  operation  of  a  producer  settlement  fund, 
usage  audits,  check  testing  and  check  weighing  of  milk  and  its  products 
received  at  the  Dealer's  plajit,  and  its  efforts  to  maintain  an  adequate 
supply  of  the  proper  quality  milk  and  its  product  regularly  needed  by 
the  Dealer."  This  same  service  charge  is  also  referred  to  in  the  by- 
laws and  the  producer  contract  of  the  association.  Actually  the  dealer 
makes  payment  for  two  different  items,  (1)  the  milk  itself  and  (2)  the 
services  rendered  by  the  association.  The  bylaws  and  the  producer  con- 
tract expressly  authorize  the  association  to  receive  the  service  charge, 
to  deduct,  it  from  the  gross  payment  of  the  dealers,  and  to  use  it  for 
financing  the  activities  of  the  association. 

The  dealer  agrees  to  keep  records  showing  all  receipts  of  milk  and  its 
products,  their  source,  quality,  quantity,  and  use,  and  to  render  sum- 
maries of  these  records  to  the  association.  He  also  agrees  to  permit 
the  association  representatives  to  take  product  inventories,  to  audit 
records  covering  all  sales  and  processing  activities,  and  to  sample  the 
milk  and  milk  products  making  a  portion  of  the  sample  available  to  the 
dealer.  Association  representatives  must  neither  copy  nor  divulge  the 
names  or  addresses  of  the  dealer's  customers,  prices  charged  to  or  paid 
by  such  consumers,  or  the  destination  of  shipments.  The  association  and 
the  dealer  agree  to  furnish  each  other  evidence  of  their  ability  to  pay, 
security,  and  guarantee  of  payment  whenever  demanded  -  the  dealer  for 
his  purchases,  the  association  for  its  obligations  to  the  dealer  in 
connection  with  the  operation  of  the  producer  settlement  fund. 
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The  dealer  contract  contains  a  provision  for  arbitrating  disputes  and 
for  paying  the  cost  of  such  arbitration.  The  contract  is  self-renewing 
unless  written  notice  is  given  on  or  before  August  2  of  each  year  to 
take  effect  October  1.  If  one  party  requests  or  invokes  any  Government 
regulation  or  if  any  Government  authority  should  impose  terms  other  thein 
through  mutual  agreement  between  the  contracting  parties,  the  contract 
may  be  terminated  at  the  option  of  the  non-assenting  party. 9 

Attached  to  and  made  part  of  the  milk  supply  contract  is  a  schedule 
providing  for  the  classification  of  milk  according  to  the  same  plan 
that  was  incorporated  into  Federal  Order  No.  64  —  Class  I  consists  of 
bottled  milk,  cream,  and  their  bottled  products;  Class  II  consists  of 
milk  products  other  than  those  specified  in  Class  I  and  actual  plant 
shrinkage  not  exceeding  2  percent. 

The  interest  of  local  producers  in  having  their  approved  milk  used  as 
Class  I,  before  imported  milk  is  so  used,  is  safeguarded  by  an  appro-^ 
priate  provision. 

A  fixed  Class  I  price  was  inserted  into  the  schedule  of  the  original 
contract.  This  price  has  been  changed  from  time  to  time  by  bargaining. 
Unless  a  change  in  the  existing  price  is  sought,  the  Class  I  price  of 
the  preceding  month  continues  to  the  next  month.  More  recently  the 
association  has  simply  announced  the  Class  I  price  and  the  dealers 
have  paid  it.  The  Class  II  price  is  the  formula  price  that  was  in- 
corporated in  Federal  Order  No.  64.  It  is  calculated  as  follows:  120 
percent  of  the  92-score  Chicago  wholesale  butter  price  times  4  (for 
4  percent  milk)  plus  3^  cents  for  each  full  one-half  cent  that  the  price 
of  dry  skim  milk  for  human  consumption  is  above  5^  cents  per  pound 
f.o.b.  manufacturing  plant  in  the  Chicago  area  or  above  7i  cents  per 
pound  delivered  at  Chicago  if  the  former  price  quotation  is  not  available. 


The  contract  provides  that  dealers  are  to  pay  the  approximate  value  of 
the  milk  received  during  the  first  15  days  of  the  month  on  or  before  the 
last  day  of  the  month  and  are  to  complete  settlanent  for  the  month  on  or 
before  the  I5th  of  the  following  month. 


^Arbitration  by  the  Secretary  of  Agriculture  under  the  terms  of  the  association-dealer  contract, 
according  to  the  provisions  of  the  Agricultural  Marketing  Agreement  Act  of  1937  (7USC  671),  and 
according  to  the  Procedure  Governing  Meetings  to  Arbitrate  Disputes  Relating  to  Sales  of  Milk, 
or  Its  products  (7  C.F.R.  900- 100-900-220)  would,  of  course,  be  no  ground  for  contract  termina- 
tion, since  such  arbitration  would  take  place  with  the  consent  of  all  parties. 
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POSITION  OF  NON-MEMBERS 

There  are  three  groups  of  non-member  producers  in  the  market.  The 
first  group  consists  of  a  few  producers  in  the  Memphis  area  proper  who 
are  only  formally  non-members  but  who  participate  in  all  membership 
benefits.  The  association  samples,  weighs,  and  tests  their  milk  and,  of 
course,  receives  the  same  payment  for  these  services  as  from  members. 
They  participate  in  the  producer  settlement  fund  and  in  the  base-quota 
plan.  Their  status  is  one  of  complete  equality  with  members  except  that 
they  do  not  pay  the  $2  membership  fee  and  so  have  no  vote  in  the  asso- 
ciation. 

The  second  group  consists  of  a  number  of  producers  in  northwestern  Ten- 
nessee whose  milk  goes  through  Memphis  plants  for  processing  but  is 
supposedly  consumed  outside  the  city.  These  producers  are  holders  of 
Memphis  Health  Department  permits.  This  group  greatly  expanded  in  1947 
and  1948  and  accounts  for  the  increasing  difference  between  Memphis 
Health  Department  permit  holders  and  patrons  of  the  association. 

The  third  group  are  the  producer-distributors  whose  number  has  dwindled 
from  215  in  January  1929  to  only  2  in  July  1948.  Their  average  daily 
sales  have  gradually  shrunk  from  about  20,000  pounds  in  1941  to  less 
than  1,000  pounds  in  mid- 1948.  Producer-distributors  sales  are  excluded 
from  all  statistics  shown  in  this  publication,  since  the  association  is 
in  no  way  concerned  with  their  milk.  This  exclusion,  however,  tends  to 
overemphasize  the  upward  trend  of  milk  supply  and  consumption  in  Memphis 
based  upon  the  association  records.  It  must  be  borne  in  mind  that  part 
of  the  upward  trend  has  simply  been  the  absorption  by  the  association  of 
the  waning  producer-distributor  business. 

FINANCES 

The  operations  of  the  association  are  financed  through  a  service  charge 
of  7  cents  per  hundredweight  (5  cents  before  February  1948) ,  which  all 
dealers  pay  the  association  on  all  milk  received. 

The  base-quota  plan  is  operated  through  the  producer  settlement  fund. 
Reserves  accumulated  in  this  fund  amounted  to  slightly  less  than  $68,000 
on  July  31,  1948.  These  reserves  accumulated  largely  through  the 
differential  between  receipts  from  the  dealers  according  to  use  classi- 
fication and  payments  to  producers  according  to  their  quota  and  over- 
quota  deliveries.  A  certain  reserve  is  needed  for  adjustments  after  the 
dealers*  milk  use  records  have  been  audited. 
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As  the  association  grew  in  strength  and  experience  it  became  desirable 
to  accumulate  reserves  in  the  producer  settlement  fund  by  the  revolving 
method.  At  the  membership  meeting  held  in  March  1948  it  was  decided  to 
set  up  a  5-year  reserve  revolving  fund  by  deducting  2  cents  per  hundred- 
weight from  each  producer's  monthly  milk  check  and  crediting  the  amount 
so  withheld  to  the  producer's  equity  account  in  the  association.  With 
total  annual  deliveries  of  one  million  hundredweight  the  revolving  fund 
will  grow  by  $20,000  each  year  and  become  a  $100,000  fund  before  the 
amounts  withheld  in  the  first  year  will  be  retired  in  the  sixth  year 
under  the  5-year  revolving  plan.  A  producer  who  ships  500  pounds  daily 
would  have  an  investment  of  $182.70  in  the  revolving  fund  after  five 
years . 

THE  MEMPHIS  BASE-QUOTA  PLAN^o 

Milk  dealers  and  producers  in  the  Memphis,  Tenn. ,  market  had  informal 
arrangements  in  the  nature  of  base-quota  plans  prior  to  1942  and  a 
formal  base-quota  plan  was  adopted  in  the  Federal  Milk  Marketing  Order 
for  Memphis  in  1942.  During  the  war,  as  in  many  other  markets,  expanded 
fluid  milk  consumption  rendered  the  base-quota  plan  relatively  ineffec^ 
tive.  The  plan  was  retained,  however,  in  spite  of  its  temporary  in- 
effectiveness . 

UNDERLYING  PRINCIPLES 

The  argument  in  favor  of  any  base-quota  plan  is  about  as  follows:  If 
milk  is  simply  pooled  according  to  general  use,  fall  and  winter  prices 
tend  to  be  high,  because  most  milk  will  be  used  for  fluid  consumption 
during  that  season.  Spring-summer  prices  tend  to  be  lower  because  they 
are  averages  of  the  high  prices  paid  for  milk  for  fluid  use  and  of  the 
lower  prices  for  surplus  milk  which  is  produced  in  considerable  quantity 
during  that  season.  Dairymen  who  produce  uniformly  throughout  the  year 
should  not  suffer  a  price  cut  during  the  spring  and  summer  because  their 
unevenly  producing  neighbors  deliver  surplus  milk.  Thus,  the  first 
argument  in  favor  of  a  base-quota  plan  is  that  it  is  equitable.  More- 
over, the  even  producer,  it  is  argued,  needs  a  higher  income  than  the 
imeven  producer,  because  he  has  to  spend  more  money  and  effort  to  main- 
tain an  even  flow  of  milk  throughout  the  year.  If  the  pricing  plan  in 
the  market  is  such  that  the  even  producer  is  rewarded  for  his  effort, 
an  incentive  is  provided  for  achieving  and  maintaining  an  even  produc- 
tion pattern. 

When  combined  producer  quotas  for  a  market  drop  substantially  under 
Class  I  sales,  however,  and  practically  all  the  milk  produced  during  the 
flush  season  can  be  marketed  as  Class  I  milk,   a  base-quota  plan  loses 


-^"The  agreement  between  the  Mid-South  Milk  Producers  Association  and  Individual  producers  con- 
cerning the  plan  refers  to  It  as  The  Bottled  Milk.  Quota  Plan. 
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its  effectiveness.  There  is  no  longer  any  reward,  for  producing  evenly. 
A  producer  who  delivers  twice  as  much  milk  in  May  as  in  November  can 
still  be  paid  the  top  price  for  all  his  milk.  This  is  what  happened  in 
Memphis  during  the  war.  The  first  effect  of  this  development  was  to 
accentuate  the  problem  of  seasonal  shortages.  Looking  ahead,  the 
management  of  the  producers*  association  was  fearful  that  eventually  it 
might  lead  also  to  a  situation  in  which  the  market  was  faced  with  a 
serious  problem  of  seasonal  surpluses  during  the  spring  of  the  year 
while  at  the  same  time  being  dependent  upon  imports  from  other  producing 
areas  during  other  seasons. 

Officials  of  the  association,  therefore,  cast  about  for  a  means  of 
adapting  the  base-quota  plan  to  market  conditions  under  which  fall  and 
winter  shortages  posed  at  least  as  serious  a  problem  as  spring  and 
summer  surpluses. 

Beginning  in  1945,  the  association  assumed  responsibility  for  importing 
milk  into  the  market  when  local  production  was  insufficient  to  meet  all 
the  Class  I  needs  of  the  market.  Although  the  cost  of  imported  milk 
f.o.b.  Memphis  was  generally  higher  than  the  prices  received  by  local 
producers,  the  association  incurred  no  losses  on  the  operation,  because 
dealers  were  billed  for  the  actual  cost  of  the  milk  imported.  It  was 
apparent  that  the  need  for  imports  was  aggravated  by  the  failure  of 
producers  to  deliver  up  to  their  previously  established  quotas.  The 
idea  was  hit  upon,  therefore,  of  making  producers  individually  respon- 
sible for  their  failure  to  deliver  their  quotas  during  the  fall  and 
winter  months  to  the  extent  that  such  underquota  deliveries  caused 
shortages  in  the  market  and  made  imports  necessary.  It  was  proposed  to 
do  this  by  the  association  charging  dealers  the  same  price  for  imported 
milk  as  that  locally  produced  and  prorating  the  losses  on  imported  milk 
among  those  producers  who  failed  to  deliver  their  full  quotas  thus 
making  imports  necessary.  In  the  case  that  the  Class  I  needs  of  the 
market  would  exceed  milk  deliveries  and  the  sum  of  all  quotas,  it  was 
proposed  to  increase  quotas  of  all  producers  on  a  prorata  basis  so  that 
all  Class  I  market  needs  would  be  fully  covered  by  quota  assignments. 

A  number  of  reasons  were  advanced  for  the  soundness  of  this  idea.  The 
most  important  justification  was  the  incentive  which  it  would  give 
dairymen  to  produce  evenly.  If  uneven  production  would  mean  not  only 
lower  prices  for  the  spring-summer  surplus  but  also  penalties  for  fail- 
ure to  deliver  up  to  a  predetermined  standard  during  the  fall  and 
winter,  producers  would  be  made  more  conscious  of  the  impelling  need  to 
level  their  milk  production.  It  was  argued  that  more  level  production 
would  increase  not  only  producers'  gross  income  but  also  their  net 
earnings. 

It  was  also  argued  by  those  who  advanced  the  plan  that,  if  the  asso- 
ciation guaranteed  supplies  to  the  market  and  financial  responsibil- 
ity for  furnishing  these  supplies,  producers  would  have  additional 
income  in  the  form  of  higher  prices  which  otherwise  they  would  not 
receive.  The  reasoning  was  that  dealers  would  reduce  their  margin  if 
relieved  of  the  need  to  pay  the  higher  cost  of  fluid  milk  imports. 
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A  membership  meeting  was  called  to  consider  the  adoption  of  quota 
penalty  provisions  in  August  1945.  The  plan  was  unanimously  approved. 
It  did  not  actually  go  into  effect,  however,  until  May  1947. 

HOW  THE  PLAN  WORKS 

The  Memphis  base-quota  plan  consists  of  (l)  general  base-quota  pro- 
visions and   (2)  penalty  provisions  for  underquota  deliveries. 

The  quota  year  begins  April  1.  September  through  February  is  the  quota 
earning  period  of  each  year,  although  the  quota  year  does  not  end  until 
March  31.  When  production  exceeds  bottled  milk  sales,  the  quantity  of 
milk  which  a  producer  may  market  at  the  top,  or  Class  I,  price  is  based 
upon  his  production  during  the  previous  quota  earning  period.  A  pro- 
ducer may  be  subject  to  penalties  if  his  average  daily  milk  deliveries 
do  not  equal  his  quota  and  if  imports  are  necessary. 

The  association  furnishes  distributors  in  the  Memphis  market  sufficient 
supplies  to  satisfy  Class  I  needs  at  all  times.  This  means  that  if 
local  production  is  insufficient  to  satisfy  all  the  Class  I  needs  of  the 
market,  the  association  imports  milk.  Generally  the  imported  milk 
has  cost  the  association  more  f.o.b.  Memphis  than  the  Class  I  price  paid 
local  producers.  The  association  charges  distributors  the  same  price 
for  imported  milk,  however,  as  for  milk  locally  produced.  Losses  thus 
incurred  on  milk  which  has  to  be  imported  are  first  prorated  among  pro- 
ducers who  deliver  less  milk  than  their  predetermined  quotas.  The 
maximum  penalty,  for  which  an  individual  producer  may  be  liable,  tends 
to  be  the  net  loss  per  hundredweight  which  the  association  incurs  on 
imported  milk  times  the  quantity  by  which  the  producer's  actual  milk 
deliveries  fall  short  of  his  quota.  However,  if  imports  exceed  undeliv- 
ered quotas,  an  underquota  producer  may  be  assessed  an  additional  pro 
rata  share  of  such  excess. 

The  quotas  used  during  the  first  period  in  which  the  plan  operatea. 
May  1,  1947,  through  March  31,  1948,  were  chosen  by  the  producers.  Each 
member  of  the  association  simply  declared  the  quantity  of  milk  which  he 
proposed  to  furnish  the  association.  Any  producer  who  did  not  declare 
a  quota  was  given  his  previous  quota  based  upon  his  milk  deliveries 
from  September  to  November  1942.  This  declared  quota  was  used  as  the 
basis  for  paying  the  producer  during  the  flush  season  and  for  assessing 
penalties  against  him  during  the  fall  and  winter  months  when  the  asso- 
ciation had  to  import  milk. 

After  the  first  year's  operation,  the  plan  provides  that  quotas  shall  be 
based  upon  a  producer's  average  daily  marketings  from  September  through 
February  of  each  year  to  which  may  be  added  his  pro  rata  share  of  any 
milk  imports  which  may  have  been  necessarjt.  However,  if  Class  I  milk 
sales  are  less  than  total  deliveries,  but  in  excess  of  the  old  quotas, 
only  the  old  quota  deliveries  plus  a  prorated  portion  of  overquota 
deliveries  are  allowed  as  quota  credits. 

Other  important  features  of  the  plan  are  as  follows: 

(1)  If  Class  I  sales  for  the  market  exceed  the  combined  quotas  of  all 
producers,   an  individual  producer  receives   the  Class  I  price  only  for 
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the  amount  of  his  quota.  Overquota  deliveries  are  paid  for  at  a  blend 
price  determined  by  overquota  Class  I  sales  and  surplus  sales  in  the 
market. 

(2)  Provision  is  made  for  expanding  producer  quotas  to  the  point  where 
the  combined  total  of  all  quotas  approximates  Class  I  sales  during  the 
low  production  season.  Any  deficiency  between  Class  I  sales  and  the  sum 
of  all  producers'  quotas  is  first  assigned  to  producers  whose  milk  de^ 
liveries  are  in  excess  of  their  quotas  in  the  amount  of  these  excess 
deliveries.  If  the  combined  quotas  still  do  not  equal  Class  I  needs  of 
the  market,  the  excess  of  Class  I  sales  over  the  sum  of  the  quotas  thus 
adjusted  may  be  prorated  among  all  producers,  on  the  basis  of  their 
quotas.  However,  in  the  language  of  the  Bottled  Milk  Quota  Plan,  "the 
Association  may,  upon  notice,  again  offer  each  producer  the  privilege  of 
refusing  any  upward  adjustment  of  the  new  quota.  Upon  refusal  by  the 
producer  the  Association  may  distribute  the  adjustment  among  producers 
willing  to  accept  it."  If  there  were  not  enough  producers  willing  to 
accept  additional  quota,  the  board  of  directors  would  supposedly  have  to 
apportion  the  necessary  amount  of  additional  quota  among  all  producers 
without  giving  them  the  privilege  of  rejecting  it. 

(3)  Quotas  and  quota  credits  are  transferable  among  producers  at  the 
beginning  of  each  month.  A  quota  transfer  is  simply  a  transfer  from  one 
producer  to  another  of  all  or  part  of  his  quota.  The  producer  giving  up 
quota  is  relieved  of  the  obligation  of  delivering  the  amount  of  milk 
involved,  and  the  person  receiving  the  quota  has  his  obligation  cor- 
respondingly increased.  A  transfer  of  quotas  does  not  affect  the  cal-^ 
culation  of  the  base  or  quota  for  the  following  year  of  either  producer 
involved  in  the  transaction.  Both  continue  to  have  their  quotas  cal- 
culated on  the  basis  of  their  actual  daily  milk  deliveries  from  Septem-- 
ber  through  February. 

When  quota  credits  are  transferred,  however,  the  quota  for  the  following 
year  which  the  producer  relinquishing  credits  would  otherwise  have 
(based  upon  his  actual  daily  milk  deliveries)  is  reduced  by  the  amount 
of  credits  involved  in  the  transfer.  The  quota  for  the  next  year  of  the 
producer  receiving  the  credits  is  increased  by  a  corresponding  amount 
over  what  it  would  otherwise  be  calculated  on  the  basis  of  his  actual 
daily  milk  deliveries  during  the  quota  forming  period. 

An  illustration  will  make  the  distinction  between  quotas  and  quota 
credits  clear.  Assume  that  Farmer  Smith  with  a  500  pound  quota  delivers 
just  his  daily  quota  throughout  the  fall.  As  of  January  1  he  transfers 
200  pounds  of  quota  but  no  quota  credits  to  Farmer  Brown  for  the  remain- 
der of  the  current  quota  year  until  March  31.     Farmer  Brown  will  have 
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his  quota  increased,  by  200  pounds  and  Farmer  Smith  will  have  his  quota 
decreased,  by  a  like  amount.  If  Farmer  Smith  continues  to  deliver 
500  pounds  per  day  throughout  the  remainder  of  the  current  quota  forming 
period,  until  the  end  of  February,  his  quota  for  the  next  quota  year 
beginning  April  1  would  be  calculated,  on  the  basis  of  milk  deliveries  of 
500  pounds  per  day  (not  300  pounds)  from  January  1  to  the  end  of 
February  plus,  of  course,  credits  he  had  earned  from  September  through 
December.  Farmer  Brown  would  likewise  have  his  quota  computed  on  the 
basis  of  his  actual  daily  milk  deliveries  without  regard  to  the  quota 
transfer. 

Farmer  Smith  also  could  have  transferred  quota  credits  when  he  transfer- 
red 200  pounds  of  quota  for  January  and  February.  Suppose  this  had  been 
done  and  that  Farmer  Smith  had  continued  to  deliver  500  pounds  of  milk 
a  day.  In  this  instance,  he  would  have  received  credit  for  deliveries 
of  only  300  pounds  of  milk  per  day  for  the  remainder  of  the  quota  form- 
ing period  in  calculating  his  quota  for  the  new  quota  year  beginning 
April  1.  Farmer  Brown,  on  the  other  hand,  to  whom  the  200  pounds  of 
quota  plus  quota  credits  were  transferred  would  have  had  the  200  pounds 
of  daily  quota  credits  for  the  remainder  of  the  quota  forming  period, 
January  and  February,  added  to  his  credits  based  on  actual  milk  deliv- 
eries in  calculating  his  quota  for  the  following  year.  In  other  words, 
had  Farmer  Brown  actually  delivered  800  pounds  of  milk  a  day  during 
January  and  February  he  would  nevertheless  have  been  credited  with 
deliveries  of  1,000  pounds  a  day  during  the  period  in  calculating  his 
quota  for  the  next  year,  A  producer  also  may  transfer  quota  credits 
without  transferring  any  part  of  his  quota. 

The  association  does  not  keep  a  record  of  any  consideration  that  is 
given  in  exchange  for  transfer  of  either  quota  or  quota  credits.  How- 
ever, officials  of  the  association  know  of  instances  in  which  either 
quota  or  quota  credits  have  been  transferred  among  neighbors  without 
any  consideration  and  of  other  instances  in  which  quotas  were  purchased 
at  prices  ranging  from  $1.50  to  $3.00  per  pound  of  quota.  The  reverse 
situation  is  conceivable,  however,  in  which  a  producer  would  be  so 
anxious  to  get  rid  of  part  of  his  quota  that  he  would  be  willing  to  pay 
flunother  producer  for  accepting  it.  Such  payment,  of  course,  would  not 
exceed  the  estimated  maximum  penalty  which  would  have  to  be  paid  for 
constant  nondelivery  of  the  amount  of  quota  in  question. 

What  does  the  buyer  of  quota  acquire?  If  he  buys  during  the  spring  and 
suimner  months,  he  acquires  the  privilege  of  receiving  Class  I  price  for 
the  quota  purchased  rather  than  a  lower  blend  price  or  perhaps  only  a 
Class  II  price.  Furthermore,  he  assumes  the  obligation  to  supply  the 
market  with  whatever  proportion  of  his  quota  is  required  during  the  low- 
production  season  that  follows.  If  he  acquires  quota  during  the  low- 
production  season  he  simply  assumes  the  supply  obligation. 

What  does  the  buyer  of  quota  credits  acquire?  Quota  credits  are  trans- 
ferred during  the  quota  forming  period  only,  of  course.  They  mean 
nothing  for  the  current  September  to  March  season.     Whether  and  how  much 


21 


they  will  mean  in  the  new  quota  year  beginning  April  1  depends  on  the 
existence  and  extent  of  surplus  deliveries,  and  on  the  differential 
between  Class  I  and  Class  II  or  blend  prices. 

A  quota  adjustment  committee  of  the  board  of  directors  of  the  associa- 
tion has  been  set  up  to  consider  special  requests  for  quota  adjustments; 
however,  its  services  have  so  far  not  been  sought. 

(4)  Provision  is  made  for  a  proportional  reduction  in  quota  if  Class  I 
sales  should  be  smaller  than  milk  quota  deliveries  from  all  producers. 
Should  this  occur,  the  penalty  provision  would,  of  course,  be  inopera- 
tive. This  emphasizes  the  fact  that  the  application  of  penalty  pro- 
visions, such  as  have  been  added  to  the  Memphis  base-quota  plan,  would  be 
limited  to  markets  which  have  to  depend  upon  imports  from  outside  the 
milkshed  for  a  part  of  the  year. 

OPERATIONS  UNDER  THE  PLAN 

PRODUCERS'  QUOTAS 

The  old  producer  quotas  for  the  Memphis  milkshed,  before  the  present 
quota  plan  went  into  effect  on  May  1,  1947,  totaled  292,899  pounds  per 
day.  These  quotas  were  supposedly  based  upon  September  to  November 
1942  milk  deliveries  but  the  total  included  amounts  in  addition  to  the 
original  base.  The  self-chosen  quotas  of  producers  with  which  the  new 
plan  began  operations  totaled  312,093  pounds.  New  quotas  were  selected 
in  May  1947  at  the  height  of  the  seasonal  peak  of  milk  production.  This 
may  have  made  producers  overly  optimistic.  In  any  event,  subsequent 
September  to  March  milk  deliveries  fell  considerably  below  the  combined 
quotas  for  the  milkshed  (table  6) . 

Quotas  for  the  year  beginning  April  1,  1948,  determined  by  September 
through  February  milk  deliveries  plus  imports,  amounted  to  278,016 
pounds.  Of  this,  262,657  pounds  represented  average  daily  milk  deliv- 
eries of  producers  and  15,359  pounds  represented  average  daily  milk 
imports  as  charged  to  underquota  producers.  In  addition  new  quotas 
totaling  3,067  pounds  were  granted  making  the  total  quotas  for  the 
second  year  281,083  pounds. 

Fluid  imports  during  the  first  year  of  operation  under  the  new  plan 
never  comprised  more  than  6.7  percent  of  the  quota.  They  averaged  4.3 
percent  of  the  full  quota  for  the  7-month  import  period,  September  1947 
through  March  1948   (table  7) . 

More  than  one-half  of  all  dairymen  supplying  the  Memphis  market  earned 
daily  delivery  quotas  ranging  from  300  to  700  pounds  during  the  first 
quota  earning  period  under  the  new  plan. 

Almost  one-third  of  all  producers'   quotas  fell  in  the  301  to  500  pound 
brackets.     Only  14  percent  of  all  quotas  eunounted  to  300  pounds  or  less, 
46  percent  were  between  501  and  1,000;   9  percent  exceeded  1,000  pounds 
(table  5)  . 
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Table  5.  -  Number    and  percent   of  producers,    by  dally  quotas,  Memphis, 
April  1,  1948 


QUOTAS 

PRODUCERS 

Number 

Percent 

1  - 

100---*----  

6 

1 

101  - 

200r  

21 

5 

201  - 

300  

36 

8 

301  - 

400  

74 

16 

401  - 

500  

70 

15 

501  - 

600   

55 

12 

601  - 

700  -- 

62 

13 

701  - 

800  -  

38 

8 

801  - 

35 

7 

901  - 

1000  - 

30 

6 

1001  - 

1100  '  -- 

19 

4 

1101  - 

6 

1 

1201  - 

1300  - 

10 

2 

1301  - 

1400   

1401  - 

1500  

1501  - 

1600  ■>  

2 

1601  - 

1700---  

2 

3101  - 

3200   

ly 

470 

100 

Tabulated  from  records  of  Mid-South  Milk  Producers  Association. 

COST  OF  IMPORTS 

The  total  net  costs  to  the  association  for  imported  milk  from  September 
1947  through  March  1948,  was  $53,653  (table  9).  These  costs  were 
1.5  percent  of  producers'  receipts  which  amounted  to  $3,464,767  before 
penalty  deductions  for  the  same  period  (table  9) .  The  highest  net  im- 
port costs  or  penalties  of  any  month  on  record  were  incurred  in  November 
1947;  they  amounted  to  2.2  percent  of  producers'  receipts  during  that 
month  which  was  also  the  maximtim  percentage.  Total  net  import  costs  for 
the  calendar  year  1948,  which  comprises  parts  of  two  quota  years,  were 
0.7  percent  of  producers'  receipts  during  the  calendar  year.  Penalties 
during  the  first  four  months  of  the  1948-49  import  season  tended  to  be 
lower  than  during  the  same  period  a  year  earlier.  The  association  made 
savings  by  importing  skim  milk  rather  than  whole  milk,  since  it  was 
primarily  milk-solids-non-fat  that  were  short  in  supply. 

These  savings  were  made  even  though  the  combined  volume  of  imports  in 
November  and  December  1948  was  more  than  twice  that  of  November  and 
December  1947.  The  September  and  October  1948  import  record  marked  an 
improvement  over  1947,  but  a  comparison  of  the  combined  four-month, 
September  to  December,  import  period  shows  1948  imports  substantially  in 
excess  of  1947  imports    (tables  7  and  8)  . 
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The  price  of  imported  milk  f.o.b,  point  of  origin  was  less  than  the 
local  producer  price.  To  this  cost  must  be  added,  however,  transpor- 
tation charges,  telephone  calls,  and  other  incidental  expenses  connected 
with  the  operation.  Also  included  in  the  net  cost  to  the  association 
is  the  cost  of  distributing  imported  milk  to  dealers  in  Memphis.  Im-- 
ported  milk  is  trucked  in  and  delivered  to  one  plant.  From  there  it  is 
redistributed  to  other  dealers  in  cans.  This  redistribution  service  is 
paid  for  by  the  association  and  is  treated  as  part  of  the  import  costs. 
The  sales  price  and  sales  value  of  imports  are  determined  by  the  Class  I 
Memphis  price  paid  local  producers  adjusted  for  the  appropriate  butter- 
fat  content.  A  small  amount  of  shrinkage  and  Class  II  utilization 
further  modify  the  sales  price  and  value  slightly. 

IMPORTS  AND  UNDERQUOTAS 

Imports  never  reached  the  full  quantity  of  undelivered  quotas  in  any 
month  (table  6) .  Underquota  producers  therefore  bore  the  entire  cost. 
Moreover,  the  net  import  costs  incurred  by  the  association  were  assessed 
to  underquota  producers  on  only  a  fraction  of  their  undelivered  quota. 
Thus,  the  association  assessed  underquota  producers  on  25  percent  of 
their  undelivered  quota  in  September  and  December  1947  and  in  January 
and  February  1948.  It  assessed  on  33-1/3  percent  of  their  undelivered 
quota  in  October  and  November  1947  and  in  March  1948.  Assessments  were 
made  on  60  percent  of  the  undelivered  quota  in  October,  on  75  percent 
in  November,  and  on  70  percent  in  December  1948 •  These  percentages, 
which  were  used  by  the  association,  represent  convenient  approximations 
to  the  actual  fractions  which  imports  were  of  undelivered  quotas. 

In  order  to  obtain  the  exact  reimbursement  for  net  import  costs,  the 
penalty  rate  per  hundredweight  was  determined  as  then  quotient  of  net 
import  costs  and  the  amount  of  imports  used  for  assessment  purposes. 
This  amount  of  "bookkeeping  imports"  slightly  exceeded  the  amount  of 
actual  fluid  imports  in  most  months  so  that  the  assessment  or  penalty 
rate  tended  to  be  slightly  lower  than  net  import  costs  per  hundredweight 
(table  7).  Thus,  the  average  net  import  cost  per  hundredweight  during 
the  1947-48  import  season  was  $1.89  compared  with  an  average  assessment 
of  $1.63.  The  actual  net  cost  of  importing  one  pound  of  milk  daily  from 
September  1947  to  March  1948,  that  is  213  pounds  of  milk,  amounted  to 
$4. 11.  One  pound  of  imports  charged  to  an  underquota  producer  under  the 
accounting  procedure  of  the  association  each  day  during  the  213  day 
import  season  meant  a  penalty  of  $3.45.  But  since  one  pound  of  quota 
that  was  not  delivered  throughout  the  1947-48  import  season  required 
only  a  fraction  of  a  pound  of  daily  imports,  the  penalty  charge  for  one 
pound  of  shortage  (in  contr a-dis tinction  to  one  pound  of  imports) 
throughout  the  season  was  98  cents. 

Milk  deliveries  by  producers  for  the  month  of  April  1948  as  a  whole 
exceeded  Class  I  sales  by  the  association.  During  the  first  week  of  the 
month,  however,  two  tank  trucks  of  milk  had  to  be  imported.  The  milk 
pool  is  a  monthly  pool  in  every  respect  and  penalties  are  incurred 
according  to  monthly  underquota  deliveries.     Thus  nobody  had  incurred 
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Table  8.    -  Fluid  milk  and  skim  railk  imports   to  Memphis  under  the  new 
plan,  September  1948  to  December  1948 


1 

SEPTEMBER- 

OCTOBER 

NOVEMBER 

DECEMBER 

TOTAL  FOR 
OCT. -DEC. 

Milk  or  skim  milk 

ID  Oil 

o2y  ,  2 JO 

1     1  Ait    e  T  £ 

o   cn ^  COT 

0.2 

6.1 

13.1 

11.0 

10.4 

Butterf at , imported,   pounds  - - 

732 

18,921 

25,039 

21,130 

65 , 090 

(21 

$39,000 

$60,758 

$48,947 

$148,705 

C  „  t  _  _   1  

(  2  I 

$30, 596 

$50,872 

$43, 687 

$125, 155 

(21 

$8,404 

$9,886 

$5,260 

$23,551 

(2) 

$7.37 

$5.50 

$5.08 

$5.73 

(2) 

$5.78 

$4.61 

$4.54 

$4.82 

Net  import  cost  per 

hundredweight  -  -  —  

(2) 

$1.59 

$0.89 

$0.54 

$0.91 

Imports  charged  to 

None 

542,208 

1,098,440 

956,449 

2,597,097 

None 

$1.55 

$0.90 

$0.55 

!>0.91 

None 

$8,404 

$9,886 

$5,260 

$23,551 

Due  to  the  small  volume  of  September  Imports,  no  penalties  were  assessed  and  costs  were  de- 
frayed from  the  settlement  fund  reserves  during  that  month. 

%ot  available. 


SOURCE:     Association  records. 

penalties  over  the  month  as  a  whole.  The  board  of  directors  decided  to 
finance  the  importation  of  these  two  tank  trucks  by  a  special  one  cent 
per  hundredweight  deduction  from  all  milk  checks.  This  was  a  simple, 
practical  solution  even  though  it  meant  that  the  penalty  provision  of 
the  base-quota  plan  was  disregarded  to  the  extent  that  underquota  deliv- 
eries during  the  first  week  of  the  month  went  unpenalized.  A  similar 
situation  in  September  1948  was  handled  in  the  same  manner. 

Class  I  sales  in  April  1948  equaled  110  percent  of  producers'  quotas. 
The  Memphis  base-quota  plan  provides  that  any  overquota  milk  deliveries 
shall  be  paid  at  a  blend  price  made  up  of  overquota  Class  1  sales  and 
Class  II  sales.  The  board  of  directors  of  the  association  disregarded 
this  provision  and  paid  producers  for  milk  at  the  Class  I  price  up  to 
110  percent  of  their  quotas.  Similarly,  the  association  paid  the  Class  I 
price  for  105  percent  of  quotas  in  May,  June,  and  July  1948.  This 
practice  tended  to  give  a  slight  advantage  to  producers  whose  milk  de- 
liveries were  only  slightly  in  excess  of  their  quotas  as  compared  with 
producers  whose  milk  deliveries  substantially  exceeded  their  quotas. 
For  example,   the  producer  whose  milk  deliveries  were  110  percent  of  his 
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Table  9.   -  Monthly 

penalty  payments 

under  the  plan  compared  to  producers' 

receipts-'- 

YEAR  AND 

DCWAIXICC  AC 

rtNALIItb  Ab 

MONTH 

P  F  W  A  1  T  1  F  9 
r  L  11  M  L  1  I  C  o 

DC  r  C  1  DTcl 

rtKCtNIAbt  Ur 

1947  Sept.  

$3,454 

$490,224 

0.7 

Oct.   - 

7,906 

509,432 

1.6 

10,647 

483,256 

2.2 

Dec  

8,629 

499,334 

1.7 

1948  Jan.  

8,227 

495.857 

1.7 

Feb  

7,415 

471,426 

1.6 

7,375 

515,237 

1.4 

555,755 

597,431 

546,762 

July   

563,336 

611,240 

Sept  

581  032 

Oct.  - 

8,404 

462 , 774 

1.5 

9,886 

498,000 

2.0 

Dec.  

5,260 

526,249 

1.0 

Sept.    '47  to  Dec.  '47 

30,636 

1,982,247 

1.5 

Sept.    '47  to  Mar.  '48 

53 , 653 

3,464,767 

1.5 

Year  1948  

46,568 

6,525,098 

0.7 

Sept.    '48  to  Dec.  '48 

23,551 

2,168,054 

1.1 

-"-Receipts  are  defined  as  milk  payments  after  deduction  of  the  7  cent  per  hundredweight  service 
charge  received  by  the  association  from  dealers  but  before  any  other  deduction.  Thus  penalty 
payments  have  not  been  deducted.  Receipts  as  here  used  also  contain  the  2  cent  per  hundred- 
weight revolving  fund  withholding  and  smaller  withholding  for  audit  adjustment  reserves. 

SOURCE:     Association  records. 

quota  received  the  Class  1  price  for  all  of  his  deliveries  rather  than 
the  lower  blend  price  for  the  extra  10  percent. 

QUOTA  CHANGES 

The  quota  book  of  the  association  shows  38-6  changes  from  the  original 
1947  quotas  to  the  new  quotas  that  became  effective  on  April  1,  1948, 
and  two  cases  of  no  change  (table  10) .  There  were  450  individual 
original  quotas  and  470  individual  new  quotas.  Thus  62  holders  of 
original  quotas  (450  minus  388)  transferred  their  quotas  to  others  with- 
out retaining  any  portion  of  them  and  82  holders  of  new  quotas  (470 
minus  388)  had  not  had  any  original  quota.  The  average  change  in  quotas" 
of  the  388  continuous  producers  amounted  to  127  pounds.  Decreases  in 
the  quota  outnumbered  increases  280  to  106.     Most  changes  were  small. 
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Table  10.   -  Differences    between   original     (1947)    and   new    (1948)  quotas 
under  the  Memphis  plan. 


D  1  FFERENCE 

NUMBER  OF 

PRODUCERS 

Pounds 

-1700 

to 

-401   

17 

-  400 

to 

11 

-  300 

to 

-201  

28 

-  200 

to 

-101  -  

70 

-  100 

to 

154 

no 

chang 

e   

2 

1 

to 

100   --- 

73 

101 

to 

200  -  

17 

201 

to 

300  -- 

8 

300 

to 

600  

g 

Total 

280 

2 

Total 

106 

Total  -  

388 

Compiled  from  association  records. 


The  largest  number  of  changes  were  quota  decreases  ranging  from  1  to 
100  pounds  (table  10) .  Approximately  59  percent  of  the  quotas  did  not 
change  by  more  than  100  pounds.  These  changes  mark  the  difference 
between  the  original,  selected  1947  quotas  and  the  new  1948  quotas 
earned  according  to  September  through  February  deliveries  plus  imports 
and  sometimes  modified  by  quota  credit  transfers.  There  were  27  first 
changes  of  the  new  quotas  during  April  and  May  1948,  the  first  two 
months  after  they  had  taken  effect,  17  of  these  were  increases  and  10 
decreases.  There  were  two  second  changes  of  the  new  quota  during  these 
two  months . 

PRODUCERS'   OPTIMUM  QUOTA 

Producers,  as  a  group,  selected  quotas  in  May  1947  which  they  were  un- 
able to  fill  from  September  1947  to  March  1948.  The  time  quotas  were 
selected,  at  the  height  of  the  seasonal  peak  of  milk  production,  may 
have  made  dairymen  too  optimistic.  However,  given  a  certain  degree  of 
unavoidable  seasonal  fluctuation,  producers  may  have  considered  that  a 
certain  amount  of  penalty  charges  could  well  be  financed  from  Class  I 
price  differentials  over  the  Class  II  price  at  which  overquota  milk  was 
paid.  A  large  individual  quota  meant  that  a  relatively  small  amount  of 
milk  had  to  be  sold  at  the  Class   II  price.     This  advantage  had  to  be 
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weighed  against  the  offsetting  disadvantage  of  a  larger  penalty  lia- 
bility than  if  the  quota  had  been  smaller. 

Producers  as  a  whole  would  have  been  charged  with  about  the  same  import 
costs  if  their  individual  quotas  had  exactly  equalled  their  average 
daily  deliveries  from  September  1947  through  February  1948.  The  plan 
specifies  that  if  Class  I  sales  during  the  quota- forming  period  exceed 
the  sum  of  all  quotas  plus  overquota  deliveries,  the  excess  shall  be 
prorated  to  all  producers.  In  that  case,  each  producer  would  have  met 
his  original  quota,  but  would  have  been  charged  with  his  prorated  share 
of  the  import  cost  of  above-quota  market  requirements. 

Nevertheless,  the  individual  producer  may  act  wisely,  under  certain  con- 
ditions, if  he  maintains  a  relatively  large  quota.  A  wide  milk  price 
differential  between  Class  I  and  Class  II  milk  favors  a  larger  quota, 
because  each  additional  pound  of  milk  sold  at  the  higher  Class  I  price, 
rather  than  at  the  lower  Class  II,  may  mean  more  revenue  than  the  cost 
of  the  additional  penalties  that  might  be  incurred  with  a  larger  quota 
In  fall  and  winter.  If  overquota  milk  deliveries  are  partially  paid  at 
the  Class  I  price  as  was  the  case  during  the  flush  season  of  1948 j  the 
effect  is  the  same  as  if  the  Class  I  -  Class  II  milk  price  differential 
were  narrower.  High  import  costs  per  hundredweight  and  a  large  propor- 
tion of  fluid  imports  relative  to  the  total  amount  of  undelivered  quota 
milk  should  discourage  any  upward  adjustment  of  an  individual's  quota. 
The  individual  producer's  seasonal  milk  delivery  pattern  is  a  most 
important  consideration.  It  would  be  foolish  to  acquire  additional 
quota  that  is  so  high  that  full  delivery  can  be  made  only  during  a  few 
weeks  in  spring  and  that  penalties  must  be  incurred  for  it  throughout 
the  low  production  season.  But  it  may  be  wise  for  a  dairyman  to  obtain 
Some  additional  quota  if  he  can  make  full  delivery  on  it  for  most  of  the 
year  and  if  his  undelivered  quota  is  likely  to  be  small. 

SAMPLE  OF  94  PENALTY  ACCOUNTS 

To  determine  the  effect  of  penalties,  the  accounts  of  94  producers  were 
selected  as  a  systematic  random  sample^^  and  studied.  Eight  of  these 
94  producers  incurred  no  penalty  throughout  the  season.  Five  of  these 
eight  producers  started  operations  during  the  low  production  season  and 
Judiciously  avoided  obtaining  daily  quotas  which  exceeded  their  ability 
to  deliver.  Only  three  producers,  who  had  selected  their  quotas  before 
the  beginning  of  the  short  season,  incurred  no  penalty  whatsoever  and, 
as  a  result  of  above-quota  deliveries,  earned  new  quotas  in  excess  of 
the  original  ones. 

New  quotas  in  the  sample  average  88  percent,  and  range  from  32  to  211 
percent  of  the  old,  original  quotas.     There  were  seven  Instances  in 

^4he  sample  was  obtained  by  selecting  every  fifth  producer  whose  account  sheet  was  In  the  active 
file  on  July  19,  1948.  Producers"  accounts  In  the  file  were  arranged  In  order  of  their  Health 
Department  permit  number.  The  first  record  pulled  was  randomly  determined  as  the  fifth  record 
in  the  file. 
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which  the  quota  did.  not  change  by  more  than  one-half  percent  and  for 
three  quotas  no  precedent  existed.  There  were  only  18  increases  com- 
pared with  66  decreases.  Most  of  these  decreases  were  moderate;  40  new 
quotas  are  between  84  and  99  percent  of  the  original  quotas.  It  must  be 
kept  in  mind  that  these  percentages  do  not  furnish  an  accurate  measure 
of  the  extent  to  which  producers  delivered  their  full,  original  quotas, 
since  they  are  padded  by  the  inclusion  of  ''bookkeeping"  imports. 

A  frequency  distribution  of  the  percentages  of  undelivered  portions  of 
quotas  relative  to  full,  theoretical  quota  deliveries  from  September 
1947  to  March  1948,   is  shown  in  table  11. 

For  the  entire  sample,  17  percent  of  the  full  quota  was  not  delivered. 
Five  percent  of  the  quota  was  charged  as  penalties.  The  83  percent  of 
quota  delivered,  plus  5  percent  of  quota  imported,  add  up  to  88  percent  - 
the  percentage  the  new  quota  is  of  the  old  quota  for  the  sample  as  a 
whole. ^  2 

The  individual  percentages  in  table  11  were,  as  a  rule,  calculated  rel- 
ative to  quota  deliveries  only,  that  is,  relative  to  the  daily  quota 
times  213.  Or,  in  the  case  of  a  few  producers  who  began  operations 
during  the  period,  it  was  the  daily  quota,  times  the  number  of  days 
since  they  had  entered  the  market.  In  fifty  cases,  actual  deliveries 
exceeded  the  quota  amounts  in  some  months.  Thus  the  percentages  cal- 
culated in  these  fifty  cases  were  different  from  and  exceeded  those  one 
could  calculate  from  their  quota  amounts  plus  their  overquota  deliv- 
eries. There  were  5  cases  involving  quota  changes,  the  date  of  which 
was  not  known.  Therefore,  the  percentages  had  to  be  computed  from  total 
actual  deliveries  plus  total  shortages  in  these  cases.  Almost  one*- 
fourth  of  the  producers  included  in  the  sample  fell  short  of  their  de- 
liveries by  not  more  than  4  percent,  if  at  all;  nearly  one-half  of  them 
did  not  fall  short  by  more  than  12  percent  and  fifty-eight  of  them,  that 
is  more  than  60  percent,  did  not  fall  short  by  more  than  18  percent,  the 
aggregate  percentage  of  quota  which  was  not  delivered.  A  few  producers 
with  very  large  percentages  of  undelivered  quota  influenced  the  aggre^- 
gate  greatly. 

If  penalties  are  related  to  net  receipts  3  a  variation  is  found  that 
ranges  from  no  penalties  to  penalties  amounting  to  11  percent  of  net 
receipts  (table  12)  .  The  average,  computed  by  adding  penalty  charges, 
adding  net  receipts,  and  dividing  the  former  by  the  latter,  is  1.59  per- 
cent, almost  identical  with  1.57,  the  percentage  of  the  penalties  paid 
by  all  producers  from  September  1947  to  March  1948  relative  to  total  net 
receipts. 

■"•^'fhe  month  of  March  Is  outside  the  quota- forming  period;  but  a  substantial  part  of  the  quota 
was  not  delivered  and  imports  were  necessary  during  that  month.  It  so  happens  that  the  per- 
centages given  here  apply  to  the  e-month  quota  earning  period,  September  to  February,  and  also 
to  the  7-month  import  season  September  to  March. 

■"•3 "Net  receipts"  as  used  here  are  Identical  with  the  Item  "Gross  Mount"  on  the  Mid-South  Milk 
Producers  Association  Memorandum  and  Statement  for  prodticers.  It  Is  the  total  gross  payment 
due  aproducer  minus  penalties  f orunderquota  deliveries;  the  service  charge  paid  by  distributors 
which  Is  not  even  shown  on  the  memorandum  and  statement  Is  also  excluded.  However,  all  other 
deductions  such  as  hauling  and  Dairy  Herd  Improvement  Association  charges  are  still  Included. 
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Tableau.  -  Frequency  distribution  of  undelivered  quota  portions  as 
percentages  of  full,  theoretical  quota  deliveries,  sample  of  94  pro-^ 
ducers,  September  1947  to  March  1948,  Mid-South  Milk  Producers  Asso- 
ciation. 


PERCENTAGE  DIFFERENCE 

BETWEEN  THEORETICAL 

CUMULATIVE  TOTAL 

QUOTA  DELIVERIES  AND 

NIIMRFR   OF  PRODIICFRS 

OF  PRODUCERS 

ACTUAL,    SEPTEMBER  1947 

TO 

MARCH  1948,  DELIVERIES 

0  

9 

9 

1  - 

2-------  

7 

16 

3  - 

4-  -  

7 

23 

5  - 

3 

26 

7  - 

4 

30 

9  - 

10 

40 

11  - 

6 

46 

13  - 

14  

5 

51 

15  - 

5 

56 

17  - 

2 

58 

19  - 

20  

0 

58 

21  - 

7 

65 

23  - 

24  -  

5 

70 

25  - 

28  -  

7 

77 

29  - 

32  

5 

82 

33  - 

36  

3 

85 

37  - 

40  

3 

88 

41  - 

44  

2 

90 

45  - 

1 

91 

49  - 

52---  -- 

2 

93 

53  - 

1 

94 

Total   

94 

Based  on  association  records. 

If  there  were  not  much  difference  between  producers '  relat ive  penalty 
payments  (percentages  of  their  net  receipts)  ,  the  actual  amounts  of 
penalty  paid  would  tend  to  increase  as  the  daily  quota  increases.  In 
other  words,  the  dots  in  figure  2  would  tend  to  lie  close  to  a  line  in 
that  case.  In  reality,  the  dots  in  figure  2  are  scattered  widely.  How- 
ever, all  eight  cases  of  very  large  penalty  charges .. .more  than  $300  for 
the  seven  months... are  associated  with  daily  quotas  of  more  than  750 
pounds.  The  twelve  producers  with  daily  quotas  of  less  than  400  pounds 
incurred  penalties  of  less   than  $80    (fig.   2) .     Aside  from  these  two 
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observations  there  is  a  wide  scatter  of  the  amount  of  penalties  incurred 
with  any  given  quota.  ^'^ 

No  seasonal  penalty  exceeded  $.67  for  each  pound  of  quota  above  100 
pounds  and  there  were  only  six  instances  among  the  94  cases  in  the 
sample,  in  which  the "seasonal  penalty  exceeded  $.50  for  each  pound  of 
quota  above  100  pounds.  (These  two  statements  are  graphically  expressed 
in  figure  2  by  the  two  lines  labeled  y  =  -67  +  2/3x  and  y  =  -50  +  l/2x.) 
Beginning  with  100  pounds  of  quota  and  no  penalty  to  pay  each  additional 
100  pounds  of  quota  would  probably  have  resulted  in  not  more  than  $50 
of  penalty  from  September  1947  through  March  1948.  One  thousand  pounds 
of  quota  are  in  no  case  associated  with  more  than  $600  of  penalty  and 
all  but  two  producers  with  1,000  pounds  of  quota  incurred  penalties  of 
less  than  $450. 

In  the  average  of  the  sample  each  pound  of  quota  was  associated  with  a 
seasonal  penalty  of  17  cents.  (This  is  graphically  expressed  in  fig- 
ure 2  by  the  line  labeled  y  =  . 17x.  The  reader  can  ascertain  the  av- 
erage penalties  incurred  with  any  given  quota  by  reading  off  the  hor- 
izontal and  vertical  values  on  any  point  of  the  line;  for  instance 
500  pounds  of  quota  were  associated,  in  the  average,  with  $85  of  pen- 
alties and  1,000  pounds  of  quota  were  associated  In  the  average  with 
$170  of  penalties.  )  It  should  be  kept  In  mind  that  the  penalties  per 
pound  of  quota  paid  by  most  producers  varied  widely  from  this  average 
as  shown  by  the  wide  scatter  from  the  line  denoting  the  average  as 
shown  in  figure  2.  This  average  of  1 7  cents  of  penalty  payments  per 
pound  of  quota  held  not  only  for  the  sample,  but  also  for  the  entire 


^'^One  might  Infer  an  association  between  amount  of  penalty  and  amount  of  quota  by  grouping  the 
94  sample  data  by'  200-pound  classes  of  quota  as  follows: 

QUOTA 
POUNDS 

PENALTY,  AVERAGE 
FOR  CLASS 

NUMBER  OF 
PRODUCERS 

No  qu 

100  - 
300  - 
500  - 
700  - 
900  - 
1100  - 
1300  - 

0 

$16.47 
59.36 
82.  18 
143.  56 
207.04 
279 . 45 
268 . 30 
84.54 

3  (excluded 
from  avg.) 

6 
23 
24 
14 
17 

4 

1 

2 

Aver 

115.82 

94 

There 

Is  a  regularity  of  Increase  In  averag(} 

penalty  with  succeeding  quota  classes  up  to  1,300 

pounds.  However,  these  averages  are  not  typical  at  all.  They  do  not  deiscrlbe  typical  penalty 
amounts  within  their  classes.  The  writer  bislleves  that  the  wide  distribution  of  the  observa- 
tions as  shown  in  figure  2  is  more  significant  than  the  average  penalties  shown  In  this  foot- 
note. The  most  noteworthy  fact  seems  to  be  that  aside  from  the  lacking  association  of  large 
penalties  with  small  quotas,  any  amount  of  penalty  can  well  be  associated  with  any  amount  of 
quota. 
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Table  12.  -  Penalties  as  percentages  of  net  receipts,  sample  of  94  pro- 
ducers, Mid-South  Milk  Producers  Association,  September  1947  to  March 
1948 


PFNAITir^  PAin 

rCliML)    ICO  iMIU, 

riiMiii  ATi\/r 

NUMBER  OF 

PERCENT  OF 

PFRPFNT    OF  NFT 

PFRPFWT  DP 

PRODUCERS 

SAMPLE  PRODUCERS 

QfCf 1 PT9^ 

rx  t.  U  U  1  r  1  o 

0  

27 

29 

29 

1  

29 

31 

60 

2  

12 

13 

73 

3  

12 

13 

86 

4  - 

5 

5 

91 

5---   

4 

4 

95 

6  

1 

1 

96 

7  

1 

1 

97 

8  —  

0 

0 

97 

9  

2 

2 

99 

10  

0 

0 

99 

11  

1 

1 

100 

average  1.59  

94 

100 

See  footnote  is. 


Based  on  association  records. 


market.  The  sum  of  all  penalties  paid  divided  by  the  sum  of  the  quotas 
yielded  a  quotient  of  17  cents  of  penalty  payments  per  pound  of  quota. 

The  94  producers  included  in  the  sample  had  to  pay  $10,521  of  pen- 
alties, that  was  $115^62  per  quota-holding  producer  or  $122.34  per  pen- 
alty paying  producer.  Since  all  producers  delivered  56,624,742  pounds 
of  milk  and  paid  $53,653  in  penalties,  from  September  1947  to  March 
1948,  the  average  penalty  amounted  to  9.5  cents  per  hundredweight  of 
milk  marketed.  All  these  averages  are  not  typical  values  by  any  means, 
but  they  can  serve  as  yardsticks  to  an  individual  producer  who  wishes  to 
know  how  his  penalty  account  compares  with  others. 

Eleven  producers  in  the  sample  were  found  to  have  changed  their  quotas 
after  their  initial  quota  selection  in  May  1947  and  before  the  new 
quotas  became  effective  April  l,  1948.  These  changes  were  effected  by 
quota  transfers.  Four  producers  increased  their  quotas,  six  decreased 
them,  and  one  decreased  his  but  soon  raised  it  to  its  original  level. 
Increasing  one's  quota  was  unnecessary  for  established  producers  in  the 
sense  that  all  milk  was  paid  at  the  quota  price  throughout  the  shortage 
season  from  September  to  March,  whether  it  was  quota  or  overquota.  How- 
ever, producers  who  could  not  meet  their  quotas  and  became  subject  to 
penalties  may  have  been  willing  to  pay  a  reasonable  sum  to  fellow  pro- 
ducers for  assuming  a  part  of  their  excess  quota  and  thus  helping  them 
to  avoid  penalties.  Often  quotas  seem  to  have  been  transferred  without 
any  monetary  consideration  being  involved. 
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In  a  tally  of  the  percentages  of  monthly  penalties  relative  to  seasonal 
total  penalties  for  the  86  penalty  paying  producers  in  the  sample,  zero 
percent  was  the  modal  or  most  frequent  percentage  in  each  month.  Only 
33  producers  incurred  penalties  all  7  months  of  the  season,  13  producers 
incurred  penalties  in  6  months,  and  40  producers  in  1  to  5  months  of  the 
season. 

EFFECT  ON  SEASONALITY  OF  MILK  PRODUCTION 

Producers'  milk  deliveries  by  months  during  the  first  year  of  the  new 
plan,  exceeded  those  of  the  corresponding  month  of  the  preceding  year 
(table  13) .  The  increase  over  the  preceding  year  was  particularly  pro- 
nounced during  the  fall  months,  an  indication  that  the  initial  effect  of 

Table  13.  -  Producers  average  daily  milk  deliveries,  by  months  April  1947 
to  December  1948,  relative  to  corresponding  month  April  1946  to  March 
1947,  Memphis. 


DELIVERIES  OF  MILK 


MONTH 

POUNDS 
19t6-'+  7 

POUNDS 
19'+7-M-8 

POUNDS 
19M-8-4'9 

194- 7-4-8  AS 
A  PERCENTAGE 
OF  1946-47 

1948-49  AS 
A  PERCENTAGE 
OF  191+6-47 

252,475 

^290,102 

324,372 

^114.9 

128.5 

269,923 

338,759 

347,389 

125.5 

128.7 

270,851 

353,832 

325,075 

130.6 

120.0 

July  

280,348 

351,962 

325,830 

125.5 

116.2 

269,935 

312,962 

331,061 

115.9 

122.6 

238,435 

293,922 

306,634 

123.3 

128.6 

202,219 

264,861 

271,881 

131.0 

134.4 

187,517 

253,024 

246, 729 

134.9 

131.6 

188,594 

254,745 

253,689 

135.1 

134.5 

January-'-  *  

200,014 

255, 789 

127.9 

223,366 

259,805 

116.3 

241,845 

278,864 

115.3 

5  spring-summer 

surplus  months 

Apr .   -  Aug .   - 

268,799 

329,622 

330,824 

122.6 

123.1 

7  fall-winter 

import  months 

Sept.   -  March  

211,536 

265 , 844 

125.7 

4  fall-winter 

import  months 

204,047 

266,526 

269,619 

130.6 

132.1 

235,539 

292,505 

124.2 

April  1947  milk,  deliveries  were  not  paid  for  on  the  basis  of  the  new  plan. 
Computed  from  association  records. 
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the  plan  was  to  obtain  greater  supplies  of  local  milk  for  the  market 
when  they  were  needed  most.  Milk  deliveries  from  April  to  August  in 
1948  were  approximately  the  same  as  in  1947;  in  both  years  milk  deliv- 
eries amounted  to  123  percent  of  deliveries  for  the  same  period  in  1946. 

The  accomplishment  of  the  fall  of  1947  was  not  repeated  in  1948.  Milk 
deliveries  by  local  producers  in  the  fall  of  1948  showed  little  or  no 
improvement  over  1947.  Producers'  milk  deliveries  in  September  and 
October  were  larger  in  1948  than  in  1947>  but  in  November  and  December, 
they  were  lower. 

In  order  to  estimate  more  accurately  the  effect  of  the  plan  upon  the 
pattern  of  seasonality  indexes  of  the  seasonal  variation  of  milk  deliv- 
eries in  the  Memphis  mllkshed  have  been  constructed. 

Two  periods  can  be  distinguished  in  the  seasonal  pattern  of  milk  deliv- 
eries in  the  Memphis  milkshed  since  1938.  The  first  period  is  from 
1938-43  in  which  seasonal  swings  in  production  were  moderate.  The  index 
for  that  period  ranged  from  a  high  of  106.6  in  May  to  a  low  of  94.9  in 
November  (table  14  and  fig.  1) .  The  second  period  begins  in  the  spring 
of  1943  and  continues  through  1948.  This  period  is  characterized  by 
much  more  violent  swings  in  seasonality  of  production.  The  index  of 
seasonal  variation  for  this  period  ranges  from  a  peak  of  119.1  in  June 
to  a  low  of  82.8  in  December.  The  seasonal  high  and  low  points  occur 
one  month  later  than  in  the  1938-1943  series. 

The  indexes  for  the  year  from  June  1947  to  May  1948  and  for  the  calendar 
year  1948  confirm  the  impression  that  seasonal  fluctuations  in  milk  de- 
liveries have  declined,  at  least  to  some  extent,  since  the  new  plan  went 
into  effect.  The  index  for  each  month,  October  1947  to  January  1948,  is 
higher  than  the  corresponding  1943-1948  S-year  average  for  the  month 
(table  14) .  May  to  July  1948  indexes  are  lower  than  the  corresponding 
1943-1948  averages.  This  too  indicates  a  reduction  in  the  seasonal 
variation  of  milk  deliveries.  The  November  1948  index  of  84  marks  a 
setback,  however. 

The  high  and  low  points  of  the  annual  seasonal  movement  shifted  back  to 
May  and  November  in  1948.  It  should  be  considered  desirable  to  reverse 
the  seasonal  downward  trend  in  production  as  early  as  possible  each 
year;  similarly,  an  early  leveling  off  in  the  seasonal  upward  trend  in 
spring  may  help  to  maintain  a  more  even  summer  flow. 

The  difference  between  the  seasonal  fluctuation  in  milk  deliveries  under 
the  plan  and  the  5-year  1943  to  1948  average  is  more  apparent  if  ampli- 
tude ratios  are  constructed. 

If  the  seasonal  fluctuation  in  a  particular  year  corresponded  exactly 
with  the  average  seasonal  pattern,  the  amplitude  ratio  would  have  a 
value  of  one.  In  years  when  the  seasonal  fluctuation  has  a  greater 
amplitude  than  the  standard  seasonal  pattern  with  which  it  is  compared, 
the  amplitude  ratio  will  exceed  one,   and  when  the  fluctuation  in  the 
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individual  year  1?  less  than  that  of  the  standard,   It  will  be  less  than 
one. ^5    The  amplitude  ratios  within   the  periods   from  1939  to  1942  and 
from  1944  to  1947  were  rather  uniform,  but  there  was  a  great  difference 
between  these  two  periods   (see  first  column  of  table  15). 

The  most  interesting  feature  of  table  15  is  the  decrease  of  the  ampli- 
tude ratio  in  1947-48-  The  amplitude  ratios  of  .88,  .95,  and  .83, 
respectively,  at  the  bottom  of  the  two  right-hand  columns  in  the  table 
are  the  lowest  amplitude  ratios  since  1944.  They  may  indicate  that  the 
amplitude  of  seasonal  fluctuation  is  returning  to  a  more  moderate  pat- 
tern. Yet  this  is  by  no  meajis  certain.  Unless  subsequent  developments 
reduce  the  amplitude  ratio  further,  these  most  recent  measurements  will 
still  fall  within  the  pattern  set  by  the  last  5  years. 


Table  15.  -  Amplitude  ratios  indicating  the  seasonal  fluctuation  of  local 
deliveries  of  wholesale  milk  in  individual  years  relative  to  the  aver- 
age seasonal  fluctuation  during  specified  periods,  Memphis,  1938-48. 


YEAR 

MOVING  AVERAGE  METHOD  BASED  ON: 

LINK  RELATIVE 
METHOD 
DMot.u  ur»# 

JULY  1938 
TO 

MARCH  1948 

JULY  1938 
TO 

MARCH  1943 

APR  1  L  1943 
TO 

JAN.  1948 

APRIL  1943 
TO  MAY  19  48 

.38 

.89 

1940  

.41 

.99 

- 

1941  -  

.43 

1.02 

1942  

.48 

1.09 

April  1942  to  March  1943--- 

1.07 

.92 

2.09 

April  1943  to  March  1944  

2.38 

.  70 

June  1943  to  May  1944  

.88 

1944  

1.44 

.93 

June  1944  to  May  1945  

* 

.98 

1945  -  

1.60 

1.04 

June  1945  to  May  1946  

1.08 

1946  

1.79 

1.17 

June  1946  to  May  1947  

1.32 

1.77 

1.14 

May  1947  to  April  1948  

1.06 

June  1947  to  May  1948  

.95 

July  1947  to  June  1948-  

.88 

1948  

.83 

Calculated  from  data  In  tables  13  and  14  and  from  delivery  data  as  stiown  In  figure  1. 

""•^Thls  measure  was  developed  by  8.  Kuznets  In  Seasonal  Variations  of  Industry  and  Trade,  Publica- 
tion 22,  National  Bureau  of  Economic  Research,  p.  324,  and  has  been  used  by  others  since  then. 
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There  remains  the  question  of  whether  the  reduction  in  seasonality  of 
milk  deliveries  which  seems  to  have  occurred  has  been  brought  about  by 
means  of  the  strategic  timing  of  the  admission  of  new  producers,  or 
whether  it  has  been  brought  about  through  a  reduction  in  the  seasonality 
of  production  of  the  individual  producers. 

The  tendency  of  the  average  number  of  producers  to  be  somewhat  larger 
during  spring  and  summer  (table  2)  leads  to  the  inference  that  the 
improvement  is  not  the  result  of  the  strategic  timing  of  the  admission 
of  new  members.  For  this  to  be  the  factor,  the  seasonal  high  point  in 
the  number  of  producers  would  have  to  occur  in  the  fall. 

An  analysis  of  changes  in  the  index  of  seasonal  variation  of  average 
daily  milk  deliveries  per  producer  under  the  plan  confirms  the  conclu- 
sion that  the  improvement  in  the  seasonal  pattern  of  milk  deliveries  has 
been  brought  about  by  a  reduction  in  the  seasonal  fluctuation  of  milk 
deliveries  of  the  individual  producers.  The  index  of  seasonal  variation 
per  producer  for  each  month  during  the  fall  of  1947  was  higher  than  that 
for  all  producers,  and  in  May,  June,  and  July  19485  the  index  per  pro- 
ducer was  lower  than  that  for  all  producers   (table  16) . 

Another  measure  of  the  effect  of  the  new  plan  is  the  percentage  of  dry 
cows  relative  to  all  cows  as  calculated  from  returns  of  a  monthly  post- 
card survey  which  has  been  conducted  by  the  association  since  early  in 
1946.  The  time  series  of  these  percentages  has  seasonal  peaks  in  late 
fall  and  winter  which  indicate  the  predominance  of  late  winter  fresh- 
ening. In  order  to  level  out  milk  production,  emphasis  on  late  summer 
and  early  fall  freshening  is  desirable,  and  substituting  even  year- 
around  freshening  for  heavy  late-winter  calving  is  a  minimum  require- 
ment.    The  fall-winter  peak  in  percentages  of  dry  cows  has  been  greatly 

Table  16.  -  Indexes  of  seasonal  variation  of  average  daily  milk  deliv- 
eries of  all  producers  and  per  producer,  Memphis,  by  months,  April 
1943  to  May  1948  and  June  1947  to  May  1948. 


Ml LK  DELIVERIES 


MONTH 

APR  1 L  1943  T 

0  MAY  1948 

JUNE  1947 

ro  MAY  1948 

ALL  PRODUCERS 

PER  PRODUCER 

ALL  PRODUCERS 

PER  PRODUCER 

119.1 

117.9 

120.9 

119.6 

July  

116.3 

115.4 

120.0 

118.2 

110.8 

109.1 

106.5 

106.2 

101.9 

100.6 

99.8 

99.6 

88.5 

88.3 

89.8 

90.4 

84.7 

85.0 

85.4 

86.9 

82.8 

84.2 

85.9 

87.7 

83.5 

85.7 

86.0 

87.2 

88.3 

89.3 

87.4 

88.2 

95,0 

95.6 

93.5 

93.0 

110.6 

111.1 

108.7 

108.1 

May  

118.5 

117.9 

116.0 

114.9 

Calculated  by  the  link  relative  method  from  association  data. 
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reduced,  while  higher  spring  1948  percentages  indicate  increased  summer 
freshening  (fig.  3).  Nevertheless,  during  the  year  1947-48  there  was 
still  a  very  pronounced  winter  peak.  Continued  efforts  will  be  nec- 
essary to  flatten  this  peak  still  more  in  the  future.  There  was  also  a 
general  decrease  in  the  percentage  of  dry  cows  from  January  1947  to 
March  1948;  except  for  May  the  percentage  was  lower  in  each  month  during 
that  period  than  a  year  earlier.  This  may  have  been  due  to  the  sale  for 
slaughter  of  a  relatively  small  number  of  nonbreeding  dry  cows  or  it  may 
have  been  due  to  a  shortening  of  the  dry  period  for  all  cows  in  calf. 

EVALUATING  RESULTS  OF  THE  PLAN 

A  substantial  increase  in  milk  production  occurred  in  the  Memphis  milk^ 
shed  during  the  fall  and  winter  months  of  1947-48  ...  the  first  year  the 
present  seasonal  milk  pricing  plan  was  in  operation.  The  gains  in  pro- 
duction during  the  first  year  were  barely  held  during  the  first  four 
months  of  the  short  production  season  for  1948-49.  Nevertheless  a 
decline  in  seasonality  of  production  appears  to  have  occurred. 

The  Memphis  base-quota  plan  was  the  product  of  special  circumstances  in 
the  market  which  limits  its  applicability  to  other  markets.  In  the 
first  place,  it  is  obvious  that  the  special  penalty  features  of  the  plan 
have  meaning  only  in  a  market  which  must  rely  on  sources  of  supply  out- 
side the  milkshed  for  a  part  of  the  year.  Further,  the  plan  could  work 
only  in  a  market  where  producers  were  organized  into  an  effective  bar- 
gaining association  equipped  to  perform  such  functions  as  check  weighing 
and  testing,  auditing  dealers'  usage  records,  operating  a  marketwide 
producer  settlement  fund,  and  importing  deficit  supplies  during  the 
short  season.  There  must  be  complete  acquiescence  on  the  part  of  the 
milk  distributors  in  the  market  to  the  performance  of  these  functions  by 
the  cooperative  and  the  cooperative  must  have  supply  contracts  with  all 
or  most  of  the  distributors  in  the  market. 

There  are  several  problems  in  administering  the  plan.  The  total  of  the 
quotas  must  approximate  the  volume  of  Class  1  sales  or  else  the  prin- 
ciples of  the  plan  are  not  effective.  This  is  due  to  the  fact  that, 
if  Class  I  sales  greatly  exceed  quotas,  overquota  milk  deliveries  are 
paid  at  the  Class  I  price.  This  was  the  case  during  the  war  years.  On 
the  other  hand,  if  Class  I  sales  amount  to  much  less  than  the  combined 
quotas,  the  difference  between  quota  and  overquota  prices  may  become 
very  small.  Since  quotas  are  determined  annually,  a  certain  degree  of 
automatic  quota  adjustment  is  provided.  Nevertheless  difficult  situ- 
ations may  arise  either  when  the  new  quotas  are  first  announced  in  the 
spring  of  the  year  or  during  the  course  of  the  following  fall  and  winter 
season,  if  these  quotas  prove  insufficient.  Producers  may  object  to 
having  quotas  assigned  which  are  more  than  the  amounts  determined  as 
their  average  daily  deliveries  during  the  quota  earning  period. 

The  plan  provides  that  the  association  may  permit  each  producer  to 
refuse  any  upward  adjustment  of  his  new  quota.  As  the  plan  is  now  for- 
mulated, this  privilege  can  be  granted  only  if  other  producers  are  Will- 
ing to  add  such  refused  quotas  to  their  own.     Otherwise,  larger  quotas 


41 


42 


have  to  be  forced  on  producers  in  order  to  distribute  the  losses  from 
fluid  milk  imports  which  the  association  may  have  to  incur.  It  is 
important  to  avoid  an  unpopular  situation  of  this  kind.  This  can  be 
done  (a)  by  expanding  membership  and  (b)  by  financing  overquota  fluid 
milk  imports  from  the  producer  settlement  fund  by  deducting  the  nec- 
essary expenditure  from  all  milk  payments.  The  small  amounts  of  fluid 
milk  imports  required  in  April  and  September  1948?  when  quotas  for  the 
month  as  a  whole  were  fully  delivered,  were  financed  in  this  manner.  It 
might  be  advisable  to  modify  the  plan  so  that  no  unearned  quota  assign- 
ment need  ever  be  forced  upon  a  producer. 

When  the  plan  in  its  present  form  was  adopted,  the  producer  settlement 
fund  did  not  have  the  substantial  reserves  which  have  since  been  accu- 
mulated. With  its  present  settlement  fund  reserves  the  association  can 
well  afford  to  absorb  losses  on  fluid  milk  imports  which  are  caused  by 
expanding  Class  I  sales  rather  than  by  nondelivery  of  quotas.  The 
ultimate  impact  on  producers  of  import  financing  without  specific  reim- 
bursement would  be  approximately  the  same  as  under  present  provisions  of 
the  plan.  Under  present  provisions,  overquota  fluid  imports  would  be 
financed  by  general  quota  expansion  which  would  mean  a  deduction  from 
"take-home"  milk  payments.  Under  the  suggested  setup,  overquota  fluid 
imports  would  be  financed  by  a  deduction  from  each  producer's  equity  in 
the  producer  settlement  fund. 

Since  the  proportion  of  a  producer's  quota,  relative  to  all  quotas, 
should  approximate  the  proportion  which  his  current  year  accumulations 
in  the  producer  settlement  fund  are  of  all  producers'  accumulations,  the 
ultimate  impact  of  overquota  import  financing  would  be  about  the  same. 
However,  the  suggested  method  is  more  likely  to  avoid  misunderstanding 
and  friction.  An  effort  should  be  made,  of  course,  to  obtain  price  in- 
creases from  dealers  and  to  finance  overquota  fluid  milk  imports  in- 
directly in  this  fashion  when  expanding  Class  I  milk  demands  in  the 
market  make  such  imports  necessary. 

If  the  plan  is  changed  in  the  suggested  manner,  it  should  be  clearly 
stipulated,  however,  that  only  quota  in  excess  of  the  amount  earned 
during  the  quota  earning  period  may  be  refused  by  a  producer.  If  a 
producer  earned  a  larger  quota  than  the  one  he  had  during  the  preceding 
quota  year,  he  should  have  to  accept  it. 

In  this  connection,  the  association  may  wish  to  reformulate  the  manner 
in  which  new  quotas  are  earned.  Under  the  present  plan  the  excess  of 
Class  I  sales  over  milk  deliveries  during  the  quota  earning  period 
(September  through  February)  is  to  be  added  to  the  deliveries  of  all 
producers  for  calculating  new  quotas.  However,  when  new  quotas  were 
determined  in  the  spring  of  1948,  Class  I  sales  in  excess  of  local  milk 
deliveries  from  September  1947  through  February  1948,  that  is  fluid  milk 
imports,  were  all  added  to  the  deliveries  of  only  those  producers  who 
had  to  pay  for  them.  This  practice  has  the  tendency  of  preventing  new 
quotas  from  dropping  too  sharply. 
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For  instance,  if  Farmer  Smith  delivered  80  percent  of  his  quota  from 
September  1947  through  February  1948  and  had  to  pay  penalties  on  6  per- 
cent of  his  quota,  his  new  quota  was  determined  as  86  percent  of  his 
original  quota.  If  it  is  considered  that  Farmer  Smith  has  earned  a  new 
quota  which  is  86  percent  of  his  old  one  this  principle  should  be 
clearly  spelled  out  in  the  plan.  Imports,  the  net  costs  of  which  are 
borne  by  a  local  underquota  producer,  cannot  be  considered  as  milk  de- 
liveries of  that  producer  under  the  terms  of  the  Bottled  Milk  Quota  Plan 
and  under  the  bylaws  of  the  association  which  specify:  "Any  person  of 
the  Mid-South    engaged  in  the  dairy  industry  as  a  milk  or  cream  pro- 

ducer and  not  purchasing  milk  from  other  producers  for  resale  may 
become  a  member  of  this   association  ..."■'■^ 

The  opposite  problem,  that  of  prorating  overquota  Class  I  sales  during 
the  flush  season  also  must  be  faced  with  the  Memphis  plan.  Under  the 
provisions  of  the  Memphis  plan.  Class  I  sales  in  excess  of  quotas  are  to 
be  blended  with  milk  which  must  be  disposed  of  at  surplus  prices  in  pay- 
ing producers.  Actually,  the  way  the  Mid-South  Milk  Producers  Associa- 
tion met  this  problem  from  April  to  August  1948  was  to  increase  all 
quotas  by  the  approximate  percentage  by  which  Class  I  sales  exceeded 
quotas.  This  procedure  has  the  merit  of  rewarding  the  producers  with  a 
moderate  proportion  of  overquota  milk  deliveries  and  of  penalizing  the 
producers  with  an  excessive  seasonal  fluctuation  in  their  production. 
For  example,  assume  that  Class  I  sales  exceeded  quotas  by  5  percent. 
The  producer  who  delivered  105  percent  of  quota  and  got  the  Class  I 
price  for  all  of  his  deliveries  was  obviously  better  off  than  if  he  had 
received  a  blend  price  for  his  5  percent  overquota  deliveries.  The  pro- 
ducer who  delivered,  say,  150  percent  of  quota  received  the  full  Class  I 
price  for  5  percent  of  his  overquota  and  a  relatively  low  blend  price 
for  the  remaining  45  percent.  He  would  have  been  better  off  with  a 
higher  blend  price  for  his  entire  overquota  deliveries.  Any  producer 
whose  percentage  of  overquota  deliveries  exceeded  the  percentage  of 
overquota  deliveries  of  all  producers  is  worse  off;  any  producer  whose 
percentage  of  overquota  deliveries  is  smaller  than  that  of  all  producers 
gains  under  this  procedure. 

It  has  been  pointed  out  that  any  conclusions  based  on  this  study  must  be 
tentative  in  view  of  the  limited  time  the  plan  has  been  in  operation. 
There  is  a  further  importeint  limitation  which  should  be  kept  in  mind  in 
evaluating  the  operations  of  a  milk  marketing  plein  such  as  the  one  under 
study.  That  is  that  its  success  depends  at  least  as  much  on  pyscholog'- 
ical  factors  as  on  economic  soundness.  An  economically  sound  plan  that 
enjoys  no  support  is  not  workable.  This  fact  should  be  kept  clearly  in 
mind  by  groups  considering  adopting  the  Memphis  plan  for  their  own 
markets. 

The  plan,  no  matter  how  sound,  might  break  down  completely  if  tried  in 
another  market  where  producers  have  not  been  sold  on  it  beforehand  and 
where  the  administration  is  in  less  skillful  and  competent  hands  than 
has  been  the  case  in  Memphis. 

^^Itallcs  added. 
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